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2 THE BANKER 


A Banker’s Diary 


LAST month we replied at some length to Dr. Einzig’s contention that the 
International Monetary Fund would represent a return to the gold standard 
In an even more rigid form than in 1925!) and a further 


The exchange of views on this question appears in the present 
Currency ISSUc Though it was necessary to refute this argument once 
Plan it had been put forward, however, it must be recognized that 
Controversy jn informed circles criticism of Bretton Woods on this par- 
ticular ground is virtually confined to Dr. Einzig. The more 


erious stand of criticism is that which ‘comes from the supporters of bi- 





lateralism. This school of thought opposes the scheme not through any 
misplaced fears that it would mean deflation and unemployment, as, on Dr. 
Kinzig’s thesis, but through fear that under a multilateral system the restora- 
tion of equilibrium in our balance of payments might call for a depreciation 
of sterling that would turn the terms of trad riously against us (or alter- 


natively that a bilateral regime would afford an opportunity that should not 
be thrown away to shift the terms of trade in our favour by using our bargain- 
Ing power as a great import market This argument has already been 





examined—and dismissed, except as a poor second best to multilateralism 
in our columns. In the last resort, however, the issue cannot be decided on 
grounds of principle, but only on a judgment of the facts: there comes a 
point at which the adjustment needed may be so severe, given the relative 
elasticities of demand for imports and exports, that bilateralism may become 
the only means of averting a serious fall in the standard of living. In the 
conditions assumed, this would become a sufficiently urgent object of policy 
to necessitate sacrificing the expansionist long-run possibilities of a multi- 
lateral system, while incurring the grave dangers of international friction 
implicit in bilateralism. The review by Dr. Thomas Balogh of our prospective 
balance of payments position after the war serves a valuable purpose in pre- 
senting the salient facts, though any conclusions from it must obviously be 
drawn with car No doubt the official spokesmen will reply in detail to the 
bilateralist case in the forthcoming Parliamentary debates. 


IN addition to the bilateralists, there are those who are critical of the Bretton 
Woods plan lest this should disrupt the specially close currency arrangements 
with Empire countries embodied in the sterling area. Thi 


Bretton Chancellor of the Exchequer has already given an assurance - 


Woods and that in principle the maintenance of the sterling area would 
Sterling Area not be affected. On the other hand, it probably is the 
case that under the Bretton Woods plan it would not 
necessarily be permissible, in the event of a change of parity, for all sterling 
area currencies to be devalued or appreciated simultaneously and in the same 
degree ; in other words, adjustments of exchange rates could in principle take 
place as readily within the sterling area as with foreign currencies xcept 
on purely sentimental grounds, however, this is to be welcomed rather than 
regretted. As a hypothetical case, it might be that the United Kingdom 





it the 
ndard 
irther 
‘esent 
once 
| that 
par- 
more 
f bi- 
any 
i Dr. 
tora- 
ation 
ilter- 
1 not 
gain- 
been 
sm 
d on 
es a 
itive 
‘ome 
the 
icy 
ulti- 
tion 
tive 
pre- 
be 
the 


ton 
ents 
Phi 
Ince 
yuld 
th 
not 
ling 
imi 
ake 
ept 
lan 
om 


A BANKER’S DIARY 3 








had an adverse balance of payments vis-a-vis non-sterling countries which 
was being partially offset by a dollar export surplus derived from the trade of, 
say, Austielie and due to an under-valuation of the Australian exchange. 

Sterling as a whole would then be under pressure, and an adjustment of parity 
could be called for. If both the United Kingdom and the Australian currencies 

were devalued, the parity between them remaining unchanged, equilibrium 
would be restored by a reduction in the United Kingdom dollar deficit coupled 
with an increase in the Australian surplus. But it is obvious that other 
countries could not be expected to welcome a further depreciation in the 
currency of Australia, which was already under-valued, so as to increase still 
further the exchange stimulus to Australian exports. Nor is it evident why 
this solution should be preferable to this country, rather than a depreciation 
of the U.K. currency to the equilibrium level, coupled with an appreciation of 
the Australian currency to the equilibrium level. In principle, equilibrating 
adjustments of exchange rates are as much to be desired within the Empire 
as outside it. There is, however, the complication that frequent exchange 
adjustments might act as a dete gs to the free flow of capital movements 
within the Empire which is highly desirable for its own sake. The practical 
compromise, therefore, is for the 2E mpire counties as far: as possible t o keepin step 
the movements in their respective levels of costs and prices, in order that the 
need for shifts in exchange rates should arise only in extreme cases. To this 
end, the continuous consultation between the Bank of England and the various 
Central banks and monetary authorities throughout the sterling area is 
enormously valuable. 


AT one point in his survey of “ Britain’s External Problem,” Dr. Balogh 
seems to suggest that to permit freedom of capital movements within the 
sterling area, while imposing restrictions on transfers outside 
Restrictions it, might be outlawed by the Monetary Fund as a “ dis- 
on Capital criminatory currency practice.” It would certainly be 
Transfers desirable for this point to be clarified, but, on the whole, 
the text of the Final Act does not sugge st that this interpre- 
tation would be adopted. Throughout, the scheme makes a very sharp dis- 
tinction between restrictions on current account and on capital account. 
Thus, the first reference to exchange restrictions occurs in Article VI, which 
provides that ‘‘ the Fund may request a member to exercise controls to prevent” 
the use of the Fund’s resources to meet a large or sustained outflow of capital. 
Whereas the Fund itself may actually propose restrictions on capital account, 
Article VII lays down that “no member shall, without the approval of the 
Fund, impose restrictions on the making of payments and transfers for current 
international transactions.’’ Restrictions on current account are in fact 
reserved for the one case in which they can serve a constructive purpose, 
instead of merely falsifying the parities fixed : namely, as a defensive measure 
against the exports of a country whose currency has been declared scarce. 
The over- riding principle which should guide decision on such questions is 
laid down in Article I, setting out the purposes of the Fund, of which the 
fourth is: ‘‘ To assist in the establishment of a multilateral system of payments 
in respect of current transactions between members and in the elimination of 
foreign exchange restrictions which hamper the growth of world trade.” 
(Our italics.) 
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THE current issue of Anglo-American News publishes an interesting letter 


from Mr. Wayne C. Taylor, U.S. Under Secretary of Commerce, whose Depart- 
ment was reé sponsible for the admirable study, ‘‘ The U.S. in 

The World Economy,” to which Mr. Taylor wrote the foreword. 
Dollar The chief findings of this study were surveyed under the title 
Problem ‘“ The Elusive Dollar,’ in our issue of January last, while 


some of its salient passages were reproduced in our April i issue, 
The report is by far the most exhaustive and realistic analysis of the dollar 
problem which has appeared on either side of the Atlantic. It urges that 
“unless the supply of dollars is more adequate to meet foreign requirements, 
other countries will assuredly insist on their rights to exercise a close selective 
control of the amounts available and to promote more intensive relations 
with third countries under preferential trading arrangements ”’ ; and it states 
that “‘ the conclusion that emerges most emphatically from the survey is the 
fundamental a eeagn of maintaining conditions conducive to a more 
stable and ample flow of dollars in our transactions with other countries.” 
In his letter to the American Chamber of Commerce, however, Mr. Taylor 
questions the reference to a “chronic shortage of dollars’’ throughout the 
inter-war period, contained in a summary of the Departme nt of Comme rce 
study prepared for the Chamber by Mr. Paul Bareau. ‘“‘ Our own view,” 
says Mr. Taylor, “ as indicated briefly on page 3 of ‘ The United States in the 
World Economy,’ is that the dollar shortage did not develop in any sustained 
fashion until after the fall in American investments abroad and the onset 
of the great depression with its especially acute effects in the United States.” 

As Mr. Taylor emphasizes, the difference in interpretation is of considerable 
consequence in its bearing on the future : 

“The view that the dollar shortage was attributable to special circum- 
stances prevailing during the thirties is consistent with the belief that a 
reasonably full volume of production and employment in the United States, 
in combination with a renewed and more regular outflow of American capital, 
will make possible the balancing of our international transactions at high 
levels. The ‘chronic shortage’ view appears to imply that the problem is 
unmanageable without continued resort to sternly restrictive measures applying 
to current transactions as well as to capital movements throughout the 
indefinite future. I do not believe that our experience during the twenties 
provides any clear evidence in support of the latter theory. It can scarcely 
be argued that foreign demand for dollars was balanced only by the outflow 
of American capital, because there is no clear basis for estimating how large 
that demand would have been in the absence of such capital outflow. It 
should not be overlooked, moreover, that foreign countries succeeded in 
building up their dollar balances during the twenties to an aggregate of more 
than $3 billion. This point is amplifie d on page 163 of ‘ The United States in 
the World Economy.’ 

“TI have dwelt on this matter in some detail because we have been some- 
what disturbed by the readiness with which British commentators have 
subscribed to the idea that dollars were consistently in short supply after the 
last war. It is true that the United Kingdom’s exchange position was under 
strain during most of the twenties for reasons peculiar to that country, but 
I do not believe that its experience should be generalized to cover the world 
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In reply, Mr. Bareau disavows any suggestion that the dollar problem is 

incurable except by restrictive devices, but in justification of his reference to 
a chronic dollar shortage points out there was no year between 

Investment I9I9 and 1939, inclusive, when the U.S. did not export more 


as the merchandise than she imported, the aggregate surplus for the 
Balancing period being $16,270 millions, while over these 21 years the 
Factor United States imported gold to the net amount of $10,813 


millions. Even so, ‘ given the maintenance of a high level 
of national income in the United States, a readiness to allow the flow of imports 
which that high domestic purchasing power would call into being and a sound 
long-term international investment programme, the dollar shortage would 
disappear—and so would much of the force behind the voices in Great Britain 
which are now calling for bilateralism and restrictive control of foreign trade 
and payments.” 

The conditions which Mr. Bareau postulates for a solution of the dollar 
problem are undoubtedly correct and would presumably be accepted as such 
by the author of ‘‘ U.S. in World Economy.”’ Mr. Bareau does not, however, 
take Mr. Taylor’s point that the outflow of American capital cannot be 
regarded as a balancing factor, since we do not know what the demand for 
dollars would have been in its absence. Instead, Mr. Bareau argues that 
the U.S. lending was not only inadequate but also “ too uncertain and fickle 
to be ranked as an effective offset”? to the persistent creditor balance— 
whereas in reality the quality of the lending is irrelevant in this context: 
for purposes of relieving a dollar shortage, one dollar is as good as any other 
at the time the outflow of capital is taking place. Mr. Taylor’s argument is 
formally correct but not altogether convincing. Only if the recipients of 
dollar loans were completely tied to spending them in the United States, so 
that every loan meant an increase in U.S. exports dollar for dollar, would the 
outflow of capital fail to act as a balancing factor in some degree. It is in 
any case significant that on Mr. Taylor’s own showing the dollar shortage 
did not develop in any sus ‘tained fashion “ until after “the fall in American 
investments abroad ’’ (with which the great depression may not have been 
entirely unconnected). This question also, academic though it may seem at 
first, is of considerable significance for the future, since to all appearances 
an outflow of U.S. capital (co ve -d with a high level of U.S. national income) 
will be the only means of averting a renewal of the dollar shortage after the war. 


UNDER the Trading with the Enemy Act and the Custodian Order, enemy 
property consisting of money is “ payable”’ to the Custodian of Enemy 
Property. The precise consequences attaching to the word 


The Status ‘payable’’ have been subject to some discussion. One 
of Enemy learned author has held that the effect of the Custodian 
Accounts Order amounted to a complete assignment at law, leaving 


no right of any kind with the enemy creditor. <A contrary 
view expressed with no less authority was that the enemy’s right to payment 
is merely suspended during the war and is, at any rate theoretically, enforceable 
in our Courts by the ex-enemy at the end of the war. The point is one of 
importance to bankers, since it raises in an acute form the question whether 
the banker-customer relationship, normally a creditor-debtor contract, is 
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dissolved on the outbreak of war or merely suspended. The logical con- 
sequence of the first view is that the contract is dissolved, but this is difficult 
to square with the accepted doctrine that contracts associated with pro- 
prictary rights, e.g. insurance policies, leases, bank balances, etc., are not 
abrogated but merely suspended. Support for the second view is supplied 
in a new Order styled the “ Foreign Currency Accounts Order” (S.R. & O. 
1944, No. 915), which explicitly vests in the Custodian “ all the right, title and 
interest of an enemy in. . . an account in his name in the books of any 
banker in the United Kingdom and expressed . . . in any foreign currency.” 
By implication, the interest would not have vested in the absence of the Order. 
Accordingly, where the bank balance is in sterling, or when the foreign 
currency is owed to the enemy by anyone other than a banker, the contract is 
presumably suspended, and no part of the debt is vested in the Custodian. 

An anomaly already discussed in these columns, concerning the payment 
to the Custodian of foreign currency due to enemies, has been removed by 
another Order (S.R. & O. 1944, No. 914). Under a previous Order, such moneys 
were to be paid to the Custodian in sterling at the middle official rate of 
exchange fixed by the Bank of England. This middle rate was, however, 
purely mythical, since the Bank of England had but one buying rate and one 
selling rate, so that the British debtor could receive sterling for the 
foreign exchange he was paying over only at the Bank’s buying rate, and not 
at the mythical middle rate. The new Order now recognizes this fact of 
economic life by providing that payment shall be made either in the foreign 
currency or at the official buying rate of exchange fixed by the Bank of England, 
as the Custodian may require. 


Since the turn of the half-year, the monthly clearing bank returns have 
shown a double reversal of trend. In contrast with the movements during 
the first half of the year, the pace of credit expansion has 
Reaction become somewhat greater, instead of smaller, than in the 
in corresponding months of 1943; while advances have shown a 
Advances — sharp reaction which has eliminated the whole of the recovery 
over the previous six months. 
The latest returns are summarized in the next table: 


Aug Change on 

1944 Month Year 

fm sm. £m. 
D sits 4,100.9 39.5 + 490.9 
Cy a 439.3 r £3,.7 t 50.2 
( Vioney 204.7 yee { 49.0 

210 2.3 . 21.0 
P.O LR ; . 1,337.0 27.0 380.5 
Investments 1,179.7 + 4.7 | ie Pe | 
\dvances ‘ 741.7 13.3 + 10.1 


It will be seen that advances are now more than {28 millions below the end- 
June peak and only {10 millions higher on the year, though still £18 millions 
above the wartime low of {£724 millions touched in November last. In the 
language of the Stock Exchange “ chartists,’’ in other words, the recent 
decline would still be characterized as a secondary reaction and not yet a 
major reversal of trend. At the same time, it does begin to appear that the 
recovery in the first half of the year, though more pronounced and prolonged 
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than usual, must have been due almost entirely to borrowing for tax purposes. 
While T.D.R.s as usual show the largest movement on the assets side, they 
ysrovided in August the counterpart for less than half of the month’s expansion 
in “ effective ’’ deposits, which exceeded {60 millions. 


In our last issue, a contributor urged that ‘‘ there should never arise in future 
that somewhat curious position where an article may be allowed into the 
country under licence, but the Bank of England refuse to 
Import permit the would-be importer to pay for it.” We are 
Licences and assured, however, that there is very little likelihood of such 
Exchange a position arising, as the present basis of exchange control 
Permits is that the Bank of England will always provide exchange 
for goods imported under licence, either open or general. 
An exception to this rule may arise over the proposed import of books. In 
this instance no difficulties arise in relation to bulk consignments for the 
trade, but in order that individuals may obtain with more facility single 
publications of a technical or similar nature an open general licence has been 
granted. Applicants must, however, apply to the Exchange Control for 
permission to make the payment and in practice the permission is only with- 
held in exceptional cases, normally on the ground that the publication is not 
required for the applicant’s business or profession. No doubt this special 
case was the point our contributor had in mind, but it is the sole exception 
to the system which automatically allows payments for goods whose import 
is permissible. 


Britain’s External Problem 
By T. Balogh 

HE publication of the expert proposals drawn up at the Bretton Woods 

Monetary Conference of the United Nations suggests a reconsideration 

of the prospective international economic position of Britain after the 
war. A reasoned judgment whether the proposed schemes are likely to con- 
tribute to the solution of the problems which will emerge is not possible without 
such quantitative analysis. The position of other Western European nations 
is likely to show basic similarities to that of Britain, at any rate in the short 
run; while some of them have considerable gold reserves they will be even 
more in need of foreign supplies than Britain. 


(1) THE BALANCE OF PAYMENTS BEFORE THE WAR 

The balance of payments of Great Britain compiled by the Board of Trade 
shows that even before the war Britain was not only unable to undertake 
foreign investments but—in contrast even to the first post-war decade, during 
which she regularly enjoyed a surplus on current account of about half its 
pre-1g14 size—she drew in almost every single year on accumulated foreign 
capital. Her international position, nevertheless, was much more favourable 
than it can be expected to be in future. She enjoyed more favourable terms 
of exchange than ever before, and this for various reasons. Among them the 
bargaining power based on the importance of the United Kingdom as an import 
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market played an pee part and the need of foreign countries to export 
to service their debt probably a much larger réle. The British merchant 
fleet was far the largest in the world. The yield of foreign investments, 
even after the ravages of the great depression, recovered to a level equal to 
almost half of her export trade. These investments, moreover, secured 
favourable trade connections abroad which must in their turn have con- 
siderably helped the export of British goods and services. An important 
but neglected, because statistically elusive, element in Britain’s foreign balance 
of payments was the steady appreciation of her foreign direct investments, 
part of which was being steadily repatriated. The most notable instances 
are provided by real estate in the Far East and in the United States. 

(2) THE WARTIME Loss OF FOREIGN INVESTMENTS 

A survey of the prospects for Britain’s international balance of payments 
after the war leaves little doubt about the weakening of the internatiorial 
economic position in this country. One of the most remarkable incidental 
products of the Bretton Woods conference, from a British point of view, was 
the authoritative—if perhaps not quite official exposition by Lord Keynes 
of the prospective debtor position of this c ount ry after the war. Hitherto 
outside observers had to rely on indirect indications for an estimate of the 
financial consequences of what Lord Keynes renee -d as Britain’s “ reckless 
single-mindedness to wage and win the war.” It is now known that the 
undischarged indebtedness of Britain, having used up “easily available 
securities, foreign exchange and gold,” and apart from the indefinite obligations 
attached to Iend-lease supplies, will amount to the staggering total of | £3,000 
millions. This figure must come as a shock even to pessimists. 

(3) Tue CHANGE IN THE CAPITAL BALANCE 

If we now look at the favourable side of the balance sheet, however, the 
picture is somewhat modified. The only estimate available for the pre-war 
foreign holdings of Britain was made by Lord Kindersley (Economic Journal, 
December 1939). He put the total nominal investm« nts direct and indirect 
at some {3,700 millions. The actual market value of these investments has 
never been estimated. Unfortunately, there are good reasons to believe that 
the aggregate market value tended to be below the nominal. True enough, 
certain investments, especially mines, oil wells, rubber plantations, etc., as 
well as certain special investments such as Indian railroads, have much 
appreciated. But a great many Government bonds and an even larger pro- 
portion of other fixed obligations were in default, and a large part of British 
investments, e.g. investments in railroads other than Empire and Common- 
wealth railroads, were aged investments either bankrupt or well on the way 
towards bankruptcy. The total income from £360 millions of foreign railroad 
share capital was £3,000,000 in 1938, or less than 1 per cent. The bonded 
debt yielded just over 3 per cent. Other investments in public utilities, 
representing as they did the opening phase of industrialization, were equally 
over-aged. 

Even the rise in the sterling value of direct and other investments which 
are not expressed in terms of sterling, or whose earnings vary with prices or 
with the foreign value of sterling, could hardly have made a considerable 
d fference because of the continued Government control of profits, increased 
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taxation and so on. In the period of liquidation, moreover, the dollar prices 
of most British-held securities was lower than in 1938, which already repre- 
sented a depression level. Direct investments, as the Courtauld case shows, 
also had to be sold at unsatisfactory prices. Such information as is available 
shows that attempts, if any, to secure a revision of unfavourable debt settle- 
ments concluded during the depression—especially with Latin-America, but 
partly even with Canada—were unsuccessful. Still less was it possible to 
secure a resumption of the interest and sinking fund of actually defaulted 
loans. It would, therefore, be reckless to assume that the effective market 
value of British foreign assets, including gold and liquid balances, was higher 
than, say, £4,500 millions at the outbreak of the war. The liquidation of some 
£1,500 to £1,650 millions, and the accumulation of a war debt of £3,000 millions 
(which might still rise towards £4,000 millions) will leave this country at any 
rate a heavy gross debtor, and perhaps not even a wet creditor country. 

(4) Post-WaAR INCOME FROM FOREIGN ASSETS 

This does not necessarily mean that the net income from foreign invest- 
ments will also have completely vanished. Britain has retained a considerable 
proportion of her foreign investments while at the same time incurring debt 
towards the Dominions and India as mg as certain South American countries. 
The resulting foreign balances, part of which represent the currency reserve 
of those countries, have been invested in assets, largely Treasury bills, whose 
yield will proba¥iy be lower than that of the assets which Britain will still 
hold. It will mainly depend on the success of the Treasury in managing the 
National debt and in coming to arrangements with foreign creditors how this 
colossal war debt is going to ‘affect the British balance of payments. 

The difficulties come both from the income and from the liability side. 
The earning power of such investments as have been retained might appreciably 
worsen. Mines and rubber in 1938 together yielded more than one-third of 
the total foreign income from share capital (£34,000,000). Not only has the 
demand and supply position changed but, as we shall see, post-war policy 
with respect to the regulation of raw material prices shows a tendency inimical 
to British interests. Net income from the Empire and other overseas invest- 
ments after taxation will presumably also diminish. Hitherto many of these 
investments were exempted from or burdened with small direct taxation 
abroad. During the war income taxes have been instituted in many areas, 
in others direct taxation has increased. Social reforms which for political 
reasons seem inescapable will represent an additional loss as they will have 
to be financed by income taxes. It must not be forgotten, moreover, that 
those investments which were in the economically strongest countries (i.e. 
in countries which were able to pay regularly because of their strong balance 
of payments position) were repatriated first. 

If the general convertibility of sterling must be restored pari passu with 
the restoration of freedom of capital movements within the sterling area 
(i.e. if the specially intimate character of the monetary and financial relation- 
ie heard the Commonwealth is not recognized, but outlawed as “ dis- 
criminatory currency practice ’’) then it will no longer be possible to leave 
sterling bi lance ‘s of sterling area countries unblocked. * Multilateralism thus 
enforces ‘Schachtism.”” Monetary non-discrimination excludes the con- 





* See Banker’s Diary, p. 3: Ed. BANKER. 
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tinuance of a regional agreement of the type existing now. In the transition 
period, the wartime controls can be retained. The proposed agreement pledges 
Britain not to intensify and put on a new and more positive basis, the existing 
negative controls. But it is not enough to safeguard traditional arrangements, 
which were based on the existence of huge foreign assets that permitted 
general convertibility. The attempt to introduce a multilateral scheme without 
adequate reserves would prevent the establishment of a freer regional agree- 
ment. This seeming paradox is similar to a position of any Bz unk. As ‘long 
as its solvency is undoubted, no one will de mand cash payment and payments 
from one client to another will not result in a loss of cash. 

An unrestricted but insufficient, multilateral approach would thus lead 
to a complete blocking of the sterling balances accumulated during the war. 
On these higher rates of interest would have to be paid. The great importance 
of these considerations for the balance of payment can nia: easily illustrated. 
The sterling area countries will need (given the wartime inflation of their 
currencies) about £1,000 millions as working balances and currency reserves. 
Should Britain’s wartime debt in the form of such balances be reduced to 
this figure, eventually no further repayment would become necessary. The 
conve rtibility of sterling would no longer be menaced by capital withdrawals. 
Should the war in Japan continue until the end of 1945, total sterling balances 
might reach the total of £4,000 millions. Of this, therefore, £3,000 millions 
would have to be repaid. If the period of amortization is, say, 25 years and 
if no interest has to be provided a yearly payment of £120 millions will suffice. 
At the rate of 1 per cent. the service rises to £130.2 millions, at 3 per cent. 
to {172.3 millions. 

We now have to combine these figures with a rough guess at the loss of 
foreign income due to the sale of foreign assets. The loss may be put at the 
lowest at {50 millions.* The favourable | valance of £200 millions in 1937 
would then be reduced in the most favourable circumstances to £30 millions, 
and if the funding agreements are of an unsatisfactory character to a net 
debit of {22.3 millions. It is evident from this review that Government 
policies, especially in negotiating international agreements, will have a decisive 
influence in determining foreign income from investment and other capital 
resources. 

(5) OTHER INVISIBLE ITEMs. 

The second important item among invisible exports is income from shipping 
and other services mainly connected with foreign trade. The amount of 
this income is not independent of the volume of. the foreign trade. In the 
inter-war period it varied between 8 and ro per cent. of the total value of 
foreign trade, the higher percentage being reached with increasing foreign 


trade : Net National 
U.K. Imports Shipping and As % of 
plus Exports Service Income U.K. Trade 
{m. £m. 
1925 ils ap 5 2,248 184 8.2 
1928 — a. aa 2,039 195 9.6 
1932 _ ‘cd “a 1,118 95 8.5 
1935 ws sin in 1,237 100 8.1 
1937 oe o° oe 1,624 165 10.2 





© A ve ry severe, , though | quite “incalculabl le, loss in foreign income will result from the diminu- 
tion or annihilation of the earning power if not of the actual properties abroad, resulting from 
the German and Japanese wars. Any reparation payments exacted from Japan and Germany, 
respectively, will serve as an offset to these losses. 
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This correlation seems plausible, as freight rates varied very sharply with 
the fluctuations in the volume of foreign trade. The income from these two 
sources after the war will certainly show an absolute decline unless the total 
tonnage of British shipping is increased by extraordinary accruals, such as 
reparations deliveries and transfers from the United States. It must be 
borne in mind, however, that a large part of American war-time ships cannot 
easily be used for peacetime purposes and that the U.S., for strategic reasons, 
may wish to retain the more speedy and better ships for her own use. It 
will depend, moreover, on post-war agreements and on shipping policy how 
far the present intensified use of British ships will continue. Having reg yard 
to yr ro, ogensen ite loss borne by Britain during the war and the diversion 
of shipbuilding capacity to naval buil« ding, it would be prudent to assume 
that eviaibhe income from that source will be no more than between 5 and 

7 per cent. of total trade—in the first year after the war the drop might be 
on heavier. Hence it would not be unduly conservative to estimate post- 
war shipping income at not more than 50 per cent. of the pre-war income, 
or some {60-{£70 millions. 

Should the present centralization of the world-wide distribution of certain 
raw materials remain mainly in British hands, recovery might be accelerated, 
even though the relative importance of Britain as a centre for entrepédt trade 
and a finance and insurance agency will relatively diminish as a result of 
the war. Tourist income should increase immediately after the war when 
Britain will be, if not the sole, one of the few countries that overseas tourists 
will be able to visit in Europe. Government expenditure, finally, will depend 
on the political situation in Europe and the Far East, and the arrangements 
made with respect to Armies of Occupation, etc. 

We may conclude, therefore, that the fall in the foreign income of this 
country will hardly be less than £200 millions, but it may well be higher. 


(6) BALANCE OF TRADE 

We may now turn to the balance of trade. Retained imports in 1937, 
the last prosperous year in which foreign trade was not greatly distorted by 
re-armament, amounted to {952.7 millions, exports totalled {521.4 millions, 
leaving a negative balance of trade of £431.2 millions. Invisible income 
fell short of covering this import surplus by some £50 millions. 

Movements in total trade and in foreign balances will depend on: 

(1) the level of business activity ; 

(2) the terms of trade on which Britain succeeds in securing foreign supplies 
in exchange for her own produce, and lastly (to some extent determined 
by the first two, and by the policy of the Government) on 

(3) the relative importance of imported goods, especially raw materials 
and foodstufis in the British economic system. 


t There ts as been some agitation in this country to forego re parations on the ground that it 
may conflict with employment policy internally. This agitation is entirely based on the ex- 
perience of the inter-war period, when the transfer of reparations from Germany was attempted 
over free markets and imparted a general deflationary bias to the world economic system. The 
statement by a group of M.P.s on this problem (May 17, 1943) assumes a return to the uneasy 
monetary system of the inter-war period. It would be futile, however, to speculate on the actual 
size of this item. Not only will the liberated areas and Russia have priority, but it will also 
depend on Government policy, which, it is to be hoped, will not be guided by false analogies. 
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(a) The Level of Business Activity 

Official estimates of the pre-war national income are available only for 
the year 1938. This year, unfortunately, was distorted by re-armament 
demand, which was apparently more heavily dependent on foreign supplies 
than a normal increase in effective demand due to ‘‘ economic ” causes. This is 
shown by the fact that while average unemployment in 1936 was 1,488,000, 
retained imports amounted to £786 millions, whereas in 1938—in spite of a 
rise of 163,000 in the average level of unemployment (i.e. a probable fall in 
the national income of almost {100 millions associated with such a decline)— 
imports actually rose by £72.8 millions, or almost 10 per cent. Even if we 
assume that no deliberate steps are taken to change the relative propensity 
to consume imported goods, pre-war data cannot with any confidence be 
used as a guide to future trends. The difficulty of extrapolation is increased, 
moreover, by the fact that while imports rise steeply when national income 
expands from a low to a somewhat higher level, they may not rise by the 
same percentage when a small remaining amount of unemployment is 
eliminated and full employment is reached. In 1937, average unemployment 
amounted to 1,322,000. Should unemployment be eliminated, and on the 
assumption that the total working population after the war will be roughly 
equal to that in 1937, the resulting increase in the national income might 
amount to between £400-{500 millions. The increase in imports associated 


with hows I in the national income—if no deliberate steps are taken to 
prevent it—might be some 10 per cent. On this account, at least a further 
{50 nillions increase in imports is, therefore, possible. 


(6) The Terms of Trade 

The Board of Trade index of basic foodstuffs and raw materials has risen 
from an average of 92.9 per cent. in ‘1938 to 185.4 per cent. The rise in the 
price of manufactured goods in the same period was from 104.1 per cent. 
to 157.7 per cent. (1930 100), i.e. by 51.5 per cent. These indices do not 
reflect British terms of trade They * are based on internal prices. Their 
weighting is on a different basis from the composition of imports and exports. 
Moreover, while Britain mainly exports manufactures and mainly imports prim- 
ary products, some of her exports consisted of the former, and some of her 
imports included the latter. Nevertheless, it would be imprudent to leave 
wholly out of account the deterioration in the ratio of basic commodity prices 
to manufactured articles, as indicated by the Board of Trade index, of 32 per 
cent. If this price movement were characteristic of post-war relative prices 
and imports were to increase by £50 millions in terms of pre-war prices, the 
unfavourable trade balance would increase from £431.3 millions to the « order 
of {1,200 millions. The violence of this movement shows the utmost im- 
portance for Britain of achieving reasonable terms of trade. 

Fortunately, there is no reason to believe that this deterioration reflects 
either the present terms of trade or the long-run cost and demand positions 
in the world.{ The domestic ‘Price tae x has been forced up by the op ‘ning 





{ Imports are mz sled bulk-purchased, while such exports as are permitted command high 
prices. According to President Roosevelt, British exports during the war fell by 70 per cent. in 
volume but only 50 per cent. in value, indicating an increase of more than 7o per cent. in export 
prices, as compared with pre-war, i.e. about a half as great again as the B.O.T. index for manu- 
factured products. 
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up of many high-cost sources of raw materials which will undoubtedly go out 
of production once shipping is no longer the most acute bottleneck. The price 
of imported raw materials and foodstuffs has also been inflated by abnormally 
high shipping and insurance costs, while on the other hand, the price of manu- 
factured home products has been held down by Government controls. As 
against this, a far greater increase in raw material and foodstuff prices could 
not have been avoided if the free market mechanism had been permitted to 
function. The price of primary products is much more sensitive to demand 
than that of manufactures, and this renders British terms of trade sensitive 
to changes in business conditions. The deterioration in the terms of trade in 
this country between 1935 and 1937, for example, was almost 8 per cent., 
even though the world economy was far from being fully employed, even in 
that peak year of the last pre-war business cycle. 

These considerations show the importance of the terms of trade for the 
future of British foreign trade. From this point of view, the present trend of 
international negotiations is disturbing. In certain raw materials and food- 
stuffs, such as wheat, oil and cotton, in which the U.S.A. are concerned as pro- 
ducers and exporters, negotiations have been concluded or are proposed for 
restrictive export quota agreements intended to keep prices at “ remunerative ” 
levels. At the same time, similar agreements with respect to such com- 
modities as rubber and tin are violently opposed by the U.S. State Department, 
and in the case of rubber these objections have been accepted by H.M. Govern- 
ment. At the Hot Springs Confe ‘rence great importance was attached to the 
stabilization of the prices of primary products by buffer pools and other 
agreements. No countervailing schemes have yet been prepared so far as 
production and exchange of manufactures are concerned. Indeed, great 
efforts are being made to outlaw international cartel agreements which attempt 
to stabilize the production and prices of manufactured products (whatever 
abuses they may lend Creanaceres to in the absence of Government control). 
Yet the U.S. has legalized export cartels and there are reports that it is intended 
to continue in being a Government company to foster exports. Further 
efforts are being made by the U.S. to secure an expansion of their exports 
by lending operations, a means which is not at the disposal of countries, like 
Britain, that have no sarpeane s in their current balance of payments. 

In order to restore tolerable terms of trade, two methods are available to 

sritain : the lowering of the price of imports through bulk purchase and the 
negotiation of reciprocal sales agreements. The efficacy of the first has been 
attested by Mr. Lyttleton, who has stated that the saving on the bulk purchase 
of copper alone amounted to more than £35 millions since the beginning of 
the war. Such bulk purchase, however, has incurred the enmity of the 
members of the markets which have been rendered superfluous and the 
Secretary of the Department of Overseas Trade, without submitting any 
evidence, stated his belief that the restoration of these markets would reduce 
the cost of obtaining supplies from abroad. The outlook is also clouded by 
the protest of the U.S. Ga rnment against such agreements as discriminatory. 
So far as the second method is concerned, Lord Keynes has expressed the 
opinion that voluntary agreements for reciprocal transactions would be 
permissible in spite of the clause in the proposed international monetary 
agreement to outlaw ‘“‘ discriminating currency practices.” It is, however, 
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doubtful whether this view can be reconciled with the American idea of non- 
discrimination, even if the reciprocity is based on voluntary agreement. 
Unfortunately Article 7 of the Mutual Aid Agreement lends itself to the 
interpretation that bulk-purchases are prohibite ‘d. Government trading was, 
moreover, outlawed by the Reciprocal Trade Agreements negotiated by Mr. 
Cordell Hull. Without complete Government monopoly of foreign trade a 
manufacturing country ‘would be hard put to make reciprocal purchase agree- 


ments e flective. 


(c) Imp: wt Restrictions 

If inadequate international agreements prevent Britain from obtaining 
reasonable terms of _ most of the readjustment in her balance of payments 
will have to be accomplished by cutting imports rather than by at ttempting 
to increase exports. P Ww will not be worth while to obtain foreign supplies if 
the price of our exports is low, the price of imports high and it becomes cheaper 
to produce commodities or substitutes at home. A multilateralism with a 
deflationary bias will lead to increased autarky. According to Mr. Lyttleton 
(address to the Cambridge Conservative Association, May 19, 1944) imports of 
raw materials have shrunk by 40 per cent. since 1938 in spite of the fact that 
total industrial prods tion in the United Kingdom increased by 40 per cent. 
In any case, as long as Britain gives priority to exports over home consumption 
imports must be directly controlled or otherwise we should be restricting 
essential and subsidiary luxury consumption. 

On the assumption (a) that international arrangements of an unfavourable 
nature do not prevent the country from re-establishing terms of trade similar 
to those which ruled during the more prosperous years during the inter-war 
period ; (d) that the foreign income just covers the interest and sinking fund 
of the war debt which has been liquidated ; (c) that, moreover, the country is 
forced to achieve a balance in her international payments, i.e. that it cannot 
continue to borrow; (d) that the invisible income represents 6 per cent of 
total visible trade, the adverse balance of trade which has to be met by an 
increase of capital is £440 millions or just over 80 per cent. of the exports 
achieved in 1937. Alternatively, if the balance is to be restored by cutting 
imports, this would have to amount to £470 millions or just under 50 per cent. 
of the 1937 imports. The difference between the absolute figures is explained 
by the fact that if the volume of international trade shrinks as a result of 
restricting imports our invisible income is likely to fall. 


(d) The Diffic ulty of Exports 

Without reciprocal agreements the solution of the problem by an increase 
of exports is almost beyond practical possibility. Exports have fallen, it 
has been stated, to about a quarter of pre-war, which, in real terms, represents 
an even sharper decline. Not less than £43 millions or 8 per cent. of total 
exports were represente d by coal and coke, and if business activity at home 
does not fall precipitately it is unlikely that Britain could spare as much as 
42 million tons of these products for export purposes. Apart from the re- 
export of raw wool, textile materials and finished products represented £144 
millions, 27.7 per cent. of total exports. The manufacture of cotton and 
other textile ‘goods abroad which has already been speeded up as a result of 
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the last war received a further and even greater stimulus during the present 
catastrophe. Moreover, and unlike during the last war, industrie ‘s capable of 
manufacturing not only basic raw materi: 3 for armaments, but highly eficient 


engineering products have been erected in almost every part of the globe, 
partly as a result of the German drive of ieciastalatiniens Europe, partly as a 


result of the added strain of the Japanese war and because the shipping 
situation became even more strained than during the last war. The recapture 
of foreign markets will, therefore, be extremely difficult. 

The prospects for British exports are aggravated by the fact that Britain 
will be foe ed with at least one com petitor, the U.S., with an internal market 
which is of a different order of magnitude than that of her own. The 
advantages of having an internal market in which habit, advertising goodwill 
favour them enable American producers to introduce mass production methods 
not possible for British firms. If, in the period, after the German war ends, 
the United States are not willing to continue Mutual Aid the increase of 
British foreign indebtedness is likely to accelerate, in spite of the relief due 
to the end of the war in Europe. If, on the other hand, the prohibition on 
those British exports which are likely to enjoy the most urgent demand 
abroad is not lifted, U.S. competition sharpened by the partial demobilization 
is likely to end all hopes for a restoration of British export trade. Whether 
multilateral trade will be yen le and profitable will entire ly depend on 
U.S. policy. Having exhausted her foreign assets Britain cannot by herself 
sustain multilateralism. 


Is It a Gold Standard ? 
Dr. Einzig’s _Rejoinder 


To THE Epitor oF “ THE BANKER” 
SIR, 

In my-article in the September BANKER I tried to prove that the adoption 
of the Bretton Woods plan would mean a return to the gold standard. Com- 
menting on my article, your first argument against my thesis is that it has 
not been endorsed by any “ professional economists.” My answer is: so 
much the worse for the “ professional” economists. This would not be the 
first occasion on which a cause unsupported by them has proved to be right. 
I can quote several recent instances from my own limited experience. W Then 
in 1937 I opposed the “ gold scare” a large number of “ professional ”’ 
economists supported the scaremongers and the rest kept aloof from the 
controversy. At the beginning of this war I had to fight against inefficiency 
of the exchange control for a long time without any support from “ pro- 
fessional ’’ quarters. And when in 1940-41 I denounced the falsity of the 
German claims about the blessings of Hitler’s ‘‘ new economic order”’ in 
occupied countries I had to fight a formidable phalanx of “ professional 
economists,” while the sympathies of the rest were distinctly with my 
opponents. 

I am quoting these cases, not in order to claim that “ professional ” 
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economists must necessarily b e wrong also in the present instance, but merely 
to show that the ‘‘ amateur ”’ status you have conferred on me by implication 
does not in itself preclude my thesis from being right even though unsupported 
by “ professionals.” 

3ut in any case, you yourself state that it is not the technicalities of the 
Bretton Woods plan, but the degree of the elasticity of the parities under it, 
that determines whe ther it is justified to regard it as a form of gold standard. 
Now, while it is within the competence of “ professional’’ economists to 
pronounce a verdict about the technicalities of the plan, the question whether 
or not the parities would be elastic in practice is essentially a political question, 
and economists as such are not particularly competent in answering it. | 
propose to return later to this aspect of the controversy. Meanwhile, permit 
me to deal briefly with the technical aspects of the subject. 

You devoted much space in trying to refute my argument that under 
IV (4b) of the Final Act this country would have to choose between making 
sterling fully convertible into gold or financing American exports into 
financially weak countries. But in your effort to prove that such exports 
would be financed not by this country but by the Fund you ignored my point 
that this country would only be landed with frozen zlotys or drachmas after 
Poland and Greece have “ exhaus ted their gold and sterling reserves and 
their facilities with the Fund.’”’ Or do you assume pe rhaps that it is in- 
conceivable that any country will ever exhaust its facilities with the Fund ? 
If so I envy you for your optimism. As a matter of fact, the Final Act is 
exceptionally clear in stating under V (7c iii) that the Fund shall not relieve 
members of bankrupt currencies once its holdings of such currencies are at 
least 75 per cent. of the quotas of the countries concerned. And, we must 
remember, under III (3b ii) financially weak countries will contribute to the 
Fund rather more than 75 per cent. of their quotas in their national currencies. 
This means that members holding weak currencies acquired under IV (4b) 
will be precluded from the very outset from passing on their risk to the Fund. 
I fail to understand how, in face of this provision, you can contend that it is 
not members but the Fund that will assume the risk involved in the compulsory 
acquisition of weak currencies under IV (4b). 

[ am glad you accept my contention that technically the operation of the 
Bretton Woods plan is largely similar to that of the gold standard. But you 
seek to minimise the importance of this aspect of the controversy by suggestion 
that it is unimportant or irrelevant whether the legal parities are fixed in 
terms of gold and whether they are maintained with the aid of an inflow or 
outflow of gold, as under the old gold standard. You say the system would 
be essentially the same if gold never existed at all. I cannot accept this. 
Surely there is some difference between a system under which parities are 
fixed by bilateral agreements and altered whenever the state of trade makes 
this necessary, and one under which all parities are fixed in gold and main- 
tained with the aid of gold operations ? 

However, I am prepared to follow you in so far as to admit that the question 
whether in case of a persistent drain on gold reserves parities are defended by 
deflation, or whether the parities are adjusted in preference, is far more im- 
portant in determining whether the Bretton Woods plan is the gold standard. 

You further appear to claim that what really decides whether I am justified 
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or not in calling the proposed system a gold standard is whether the authorities 
intend to apply it in a spirit of rigidity or elasticity. If this were so it would 
be impossible for us to discover that we are being led back to the gold standard, 
except through years of bitter experience. (I suppose if there had been very 
strong opposition to our return to gold in 1925 the supporters of that decision 
would have denied that it was the gold senda and would have claimed 
that it was not the letter of the Gold Standard Act that mattered but the 
Government’s willingness to repeal it in case of fundamental disequilibrium). 
Fortunately there is enough evidence in the text of the Bretton Woods Final 
Act and in the circumstances of its adoption and interpretation to put us on 
our guard already now. 

You say that our own reluctance to devalue would now be very slight in 
case of fundamental disequilibrium, thanks to the spread of the ee 
ideas in recent years. But Lord Keynes is liable to change his idez More- 
over, he will not always be in Whitehall to advise the Treasury. “The way 
in which the reactionary wing of Whitehall succeeded, in spite of his presence, 
in inserting into the Employment White Paper that little paragraph providing 
for the e ventual return to dear money and fluctuating interest rates, shows 
the ease with which the Keynesian ideas are liable to be discarded. 

It would be a mistake to minimize the degree of reluctance to decide 
to change our parity that continues to prevail in spite of the spread of the 
Keynesian ideas. Once a parity (or even a de facto pegged exchange rate) 
has been in existence for a long time there is bound to be a strong opposition 
toitschange. It was not without reason that Mr. Chamberlain resisted pressure 
after 1931 to re-stabilize sterling. Even though nobody suggested at that 
time that we should relinquish our sovereign right to devalue, he was aware 
that the maintenance of a parity for any le ngth of time would make it morally 
and politically difficult for us to depart from the new parity. 

The re is absolutely nothing in the text of the Final Act to support your 
claim that unde r the proposed system there would be no reluctance to devalue. 
You say that “ the parities fixed are from the outset recognized to be purely 
provisi ional.” Would you be able to quote the clause on which this assertion 
is based? As a matter of fact, there is a provision to that effect—in the 
Joint Statement that was superseded by the Final Act. In IV (3) we read: 
‘In considering a requested change, the Fund shall take into consideration 
the extreme uncertainties prevailing at the time the parities of currencies 
of member countries were initially agreed upon.’’* This sentence is not 
reproduced in IV (5) of the Final Act. I presume its omission is not due to 
any oversight but was one of the many concessions made in the eleventh hour 
in favour of the American point of view of rigidity. 

But you go even farther in your effort to show that Bretton Woods aims 
at establishing a system under which we are not supposed to be reluctant 
to devalue. You say: ‘‘ The essence of the Monetary Fund scheme is that 
a fundamental disequilibrium exists and must (sic) be put right by a change 
in parity.’’ (American papers, please copy !) Now this is decidedly mislead- 
ing. The Final Act is at pains to emphasize that “‘ a member shall not propose 
a change in the par value of its currency except to correct a fundamental 





*Juint statement by experts on the Establishment of an International Monetary Fund. 
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disequilibrium.”’} There is no trace in the document of any pressure in the 
positive sense. In your statements you appear to rely not on the official 
text, but its interpretation by Sir John Anderson and Lord Keynes for British 
consumption. I can only repeat what I said in my article that if Bretton 
Woods aimed at ove rcoming reluctance to justified psi eee it seems 
strange that there is no trace in the Final Act of any st: ater nt of this important 
principle. The “ elaborate provisions ”’ in IV (5), to which you refer in your 
comment, only refer to the stage when, scesidian overcome our own reluctance 
to devalue, we now try to overcome the reluctance of the Fund to allow us to 
do So. 

The Bretton Woods Final Act has done absolute ly nothing towards making 
sterling more elastic than it was under the old gold standard. On the other 
hand, it has done a great deal towards making it less elastic by making devalua- 
tion conditional on permission by an international body. And it is in respect 
of the probable attitude of foe at body that we fundame ntally disagree. Since 
it pleased you to describe my views taken on this matter as cynical, perhaps 
I shall be permitted to re rs that, on my part, I consider your display of a 
childlike faith in the impartiality of the Twelve Wise Men of Washington as 


) 
i 
] 

Li. 


slightly hypocritical. Surely, if you really believed that the members of the 
Executive of the Fund—and, what is more important, the politicians who 
control them will rise above any sacro egotsmo di patria, then why have 
any ane gua rds and escape clauses at all? Yet you had been grave ‘ly perturbed 


+1 
A 


by the ssib ility of the omission of escape clauses from the Final Act. But 
if you r ‘alien the necessity of limiting the absolute powers of the prospective 
Financial World Dictators, then why not insist on safeguards that do safe- 
guard the interests of ~ — members ; why not have escape clauses 
th at do allow them to escape from an intolerable situation ? 

Although you know at i‘ ast as much as I do about the inside story of the 
Conference and the negotiations preceding it—a story which As bound to 
become public one day—you nevertheless present to your readers “‘ the spirit of 
the Conference’ as the true safeguard against any unfair de al under the 
Bretton Woods pl in. But even in the absence of any inside information, 
if your readers simply compared the terms of the Final Act with those of the 
Joint Statement the y would probably feel that the less you say about the 
spirit that prevailed at Bretton Woods the better. This at any rate is not a 
matter of opinion. The two texts are there for anyone to compare them. 
From the very impressive list of concessions the British delegation were forced 
to make let it be sufficient to quote the following examples : 

(1) The provision that the Fund must authorise devaluations in case of 
fund: iment: il disequilibrium has been materially weakened by leaving it entirely 
to the discretion of the Fund to decide whether there is fundamental dis- 
equilibrium or not. You are inclined to dismiss the insertion of the words 
making for this change as something quite unimportant. Yet they make 
all the difference to the legal position. Under the Joint Statement we had 
the right to appeal against an generar refusal to authorise us to devalue, and 
the Fund would have had to produce evidence before some Court of Arbitration 
to prove that there was no fundamental disequilibrium. Under the Bretton 





t United Nations Monetary and Financia! Conferences l‘inal Act (Cmd. 6546), p. ro. 
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Woods plan, on the other hand, the Fund would merely have to produce the 
minutes of the meeting at which the Executive decided, rightly or wrongly, 


that tf was not satisfied that there was fundamental di sequilibrium. This 
means that at Bretton Woods we have been deprived of our right to appeal 
against a refusal to devalue the pound. 

To make sure that the Fund’s power to refuse devaluations should be 
unlimited, the Final Act carefully avoided to indicate what ‘“ fundamental 
disequilibrium ’’ means. Article XIX gives the definition of many a term 
of less importance but has no space for defining, however vaguely, the meaning 
of fundamental disequilibrium. The solution under which the presence of 
fundamental disequilibrium could be ascertained with the aid of ‘‘ objective 
indices ’’ (whether figures of balances of payments or index numbers elaborated 
specially for the purposes of international comparison) was rejected. The 
a Ir s preferred to le ave unlimited scope for political interference with 
the decisions of the Fund, by leaving it entirely a matter for the Executive 
to decide whether there is fu a :mental dis equilibrium or not. 

(2) The safeguard provided by the authorization to impose restrictions 
on “‘ scarce’ currencies has been whittled down to a considerable degree. 

Under the Bretton Woods plan deficit countries can only benefit by the 
provision after they have spent their last dollar on unrestricted and largely 
unnecessary imports. They cease to benefit by it the moment their current 
dollar rece “i rise to ihe Pee of the unrestricted demand for dollars by 
importers. This means that the provision cannot assist weak countries in 
maint aining or reconstructing a reasonable dollar reserve for vital require- 
ments. The principle involved amounts to the extension after the war of the 
“scraping the barrel”’ principle applied to Lend-Lease. Under it we were 
not to benefit by Lend-Lease until we have used up for cash payments all 
our dollar assets; and the moment we accumulate new dollars some articles 
are removed from the Lend-Lease list. 

(3) At Bretton Woods the power of strong countries to force weak countries 
to abandon exchange restrictions was increased. 

(4) Above all, the prize product of the spirit of Bretton Woods is Article XI, 
which largely nullifies the right of me i se to withdraw from the Fund. 
If they do so the y expose themselves to economic boycott by the remaining 

members unless they submit to the rulings of the Fund even after they have 
ceased to be members. 

All these changes have been concessions made at Bretton Woods by weak 
countries to strong countries. Can you quote from the Final Act any con- 
cessions made at B retton Woods in favour of the weak countries that would 
compensate them for the sweeping sacrifices they were induced to make ? 
If not, don’t let us talk about the Bretton Woods spirit ! 

You say my criticisms impugn the good faith of the United States. This 
appears to imply that any objection to surrendering unconditionally our 
entire economic future to the mercy of the United States amounts to a charge 
of bad faith against her. Is any insistence on safeguarding our initial right 
to be discouraged by representing it as an insult to our great Ally ? 

As a matter of fact, it is very far from me to accuse the United States of 
bad faith. On the contrary, the candour with which official American spokes- 
men have indicated in public statements the spirit in which they intend to 
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interpret and apply the Bretton Woods plan deserves the highest praise. 
They frankly welcomed it as a “ stabilization scheme.” Nobody in this 
country will have the right to accuse them of bad faith if, — an application 
for a devaluation of sterling comes to be considered by the Fund, the American- 
controlled members of the Executive will not be satisfied that fundamental 
disequilibrium prevails. We have been warned that the United States means 
to hold us to our parity, and if we choose to disregard the warning we have 
only ourselves to blame. 

After the conclusion of the Bretton Woods conference Mr. Morgenthau 
declared that there was nothing in the Final Act that would be against the 
interests of the United States. The representatives of the United States at 
the negotiations were Americans, and as such they considered it their duty to 
safeguard American interests, as conceived by the Administration, Congress 
and American opinion. It must be admitted that they pe formed this task 
most efficiently. Whether American official, politic al and public opinion 
that determined their attitude was right from the point of view of fundamental 
long-range American interests—that is, of course, quite another question. 
There are, no doubt, many Americans in Government Departments and 
elsewhere who realize that Great Britain, having sacrificed considerably more 
than she possessed by way of financial assets, is now entitled to some con- 
sideration ; that she cannot reasonably be expected to make further sacrifices 
in time of peace by accepting a monetary system that does not in the least 
suit her requirements ; and that if there must be an international monetary 
agreement it is only fair that sacrifices in the interests of finding a common 
formula should be made by those who can afford it, not by those who can’t. 
There may be a great many of such enlightened Americans. But they ar 
certainly not the majority. Nor has Bretton Woods contributed in any oe 
towards increasing their number and influence. On the contrary, by his 


+ 


unconditional surrender,’”” Lord Keynes has made the position of the en- 
lightened minority extremely difficult. 

In the absence of the Bretton Woods agreement, an enlightened Adminis- 
tration would be in a position to argue in favour of concessions to this country 
by pointing out that if our position becomes more difficult we may devalue. 
Thanks to the Bretton Woods agreement, American business interests bringing 
pressure on the Administration to exclude British competition from the home 
market or from foreign markets can always say: ‘“‘ You told us that Bretton 
Woods meant exchange stability. You are in a position to prevent a devalua- 
tion of the pound.” Is it likely that the Administration would resist the 
pressure, particularly in an election year? And if not there will be nothing 
for it but to defend sterling, not with exchange restrictions or bilateral agree- 
ments, but wit! deflationary methods. And once that stage is reached no 
amount of s shistey can argue away the fact that the Bretton Woods system 
is the gold standard. I would not like to be in the shoes of the authors or 
supporters of that system when the British public discovers this fact by bitter 
experience. 

This brings me to your final question, whether I contest the competence 
of the British delegates to Bretton Woods. The team included three of the 
leading British economists, and it would be absurd to contest their competence 
as economists. But would you claim that a brilliant economist must necessarily 
be a good negotiator ? Let us judge by results. In none of the inter-Allied 
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negotiations was the British point of view sacrificed to such a degree as at 
Bretton Woods. Indeed, our amateur financial diplomats will go down in 
history as the authors of a monetary Munich agreement. From this nettle, 
Elasticity, they certainly succeeded in picking that flower, Rigidity. But 
we must be fair. It is hardly their fault that, instead of confining their 
réle to assisting qualified negotiators with technical advice, they have been 
let loose to dabble in financial diplomacy. All the three economists are known 
to be strongly in favour of multilateral free trade. Their mere presence in a 
capacity of negotiators (as distinct from technical advisors) deprived the 
British cause of its most effective bargaining weapon: the possibility of 
bilateralism. No amount of debating skill and technical competence could 
make up for that initial disadvantage. Less competent economists who 
were not committed to multilaterism might have been able to obtain valuable 
concessions the Americans might have been persuaded to accept the principle 
of elasticity in return for abandoning the principle of bilateralism. Alterna- 
tively, in return for agreeing to submitting in future to the approval of an 
American-controlled Executive any decisions to devalue sterling, they may 
have succeeded in safeguarding our right to defend sterling with the aid of 
exchange control and bilateral arrangements, instead of having to defend 
it with the aid of deflationary methods. As it was we got the worst of both 
worlds 
I am, Sir, etc., 
PAUL EINZIG. 


The Question Does Not Arise 
By the Editor 


R. EINZIG’S rejoinder clearly raises a whole host of controversial 

points. To réply to these seriatim, unfortunately, might prove weari- 

some to our readers, who are undoubtedly more interested in the real 
issues of monetary policy (such as multilateralism v. bilateralism) than in 
this gold standard myth, which is a red herring exclusively of Dr. Einzig’s 
manufacture. For their sake, it is proposed to confine our reply as far as 
possible to what we conceive to be the essential issues. But first let us hasten 
to assure our iy seg colleague that the term “ professional economist’ 
was not used in any invidious sense. Like the present writer, Dr. Einzig 
is a financial jounaddiet, and one moreover of international repute. As one 
dealing with economic problems, a financial journalist may doubtless claim 
to be an economist in the loose sense, and it is for this reason that the qualifying 
adjective was added, in order to designate specifically the professional ex- 
ponents of economic science. 

Now, it will be noted that Dr. Einzig does not dispute our statement 
that his gold standard bogey has not been supported by a single professional 
economist. He simply asserts that economists (when they differ from Dr. 
Einzig) are always wrong; or, alternatively, as they say in the Law Courts, 
that the question is a politic al one and not for economists at all. On the 
first point, it may be said that on the major issues of monetary policy it would 
have been impossible until recent years for all economists to be wrong, for 
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the reason that economists were divided among themselves. But only a 
Rip Van Winkle could fail to recognize the complete transformation in the 
climate of economic opinion in this country since 1936. Today, we are all 
Keynesians ; which means not only that those obsessed with the urge to fight 
deflation are hammering violently on an open door, but also that anybody 
who chooses to fly in the face of economic opinion nowadays is disagreeing 
inter alia with that lifelong and well-known opponent of the gold standard, 
Lord Keynes. It may nevertheless be that in opposing Bretton Woods from 
his unique standpoint, Dr. Einzig will ultimately be shown to have added 
yet another fe athe ‘r to his cap 
‘What I now chance to approve, may be or become to others 
strange and unpalatable as now appear to me 
the weighty se nte nces of the angelic Doctor.’’f 


On the other hand, it may equally well be that he is running the risk of 
finding himself, on this particular issue, in very queer company indeed. 


Alternatively, if Dr. Einzig is right in claiming that i rold standard 
bogey is not a matter of economic analysis but of political jud ment, then all 
textual criticisms of the Final Act—including his own ingenious technical 
arguments—are beside the point. In his original pier te the main reason 
given for Dr. Einzig’s personal conviction that the scheme would in practice 
mean complete exchange rigidity was the assertion that the U.S. Authorities 
(stc) would refuse to recognize the existence of a fundamental disequilibrium 
when such existed and would prevent a devaluation of sterling in all circum- 
stances in the interests of U.S. exporters and U.S. employment. This still 
seems to us to impute to America a highly equivocal attitude to international 
obligations. Certainly, it is a poor lookout if any great country is going to 
base its international conduct on Fascist notions of sacro egoismo. But in 
addition it must be stressed that there is in reality no warrant whatever for 
Dr. Einzig’s tacit assumption—which underlies all his fears and suspicions— 
that the Fund will be completely dominated by the United States in par- 
ticular and “‘ hard money” countries in general. The voting power of the 
United States amounts to 28 per cent. of the total, compared with the British 
Commonwealth share of 25 per cent. Latin America commands g per cent. 
and Continental Europe 16 per cent. This leaves as an important balancing 
factor the U.S.S.R. and China (together 18 per cent.), neither of which can 
well be deemed to possess a hard money bias. In order to dominate the 
Board of Governors, in other words, the U.S. delegates must secure the support 
of other countries possessing 22 per cent. of the total voting power.* There 
is no reason to assume that Latin-America will automatically vote as a single 
bloc in accordance with the American point of view. Even the former gold 
bloc countries of Western Europe are likely, as we are already seeing, 
deliberately to over-value their currencies at the outset for reasons of prestige 
(or of inflation-phobia) and may therefore find themselves in the position 
before very long o f se eking devaluation on their own account. Since, therefore, 
the Fund will not in fact be dominated by the hard money mentality, the 
international commitment involved in Bretton Woods is not a priors an 
onerous one, even though, as Dr. Einzig is so fond of pointing out, order 








t Robert Beidens, ‘The Te stament of Beauty. 
* It is in fact one American criticism that the United States commands only 28 per cent. of 
voting power, although that country will contribute 31} per cent. of the capital. 
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tends on the whole to be k iuid than anarchy 
joinder, Dr. Einzig uses the further argument that in practice 
tes will become unduly rigid for the reason that everybody 
pparently, o uld be unwilling to disturb even a de facto 
yme duration erely begs all the questions at issue. If 


| 
ion. ere] 
were as simple as thi . Einzig might have spared us all a lot 





by pointing out when th origin ae Keynes plan appeared that 
no exchange rate would ever be adjusted in practice, whatever document 
the nations might agree upon. Instead, he pe great energy and skill 
to expounding the merits of the Keynes plan and the dangers of the White 


One really cannot accept the argument that the text of the Final Act is 
quite irrelevant to the discussion, as would be the case on the basis of the 
rzuments examined hitherto. To exorcize the gold standard bogey, in other 
words, it is necessary merely to show that the Fund Scheme does in fact 
possess those provisions for elasticity to which Dr. Einzig so determinedly 
turns a blind eye. Provided that the text of the agreement itself contains 
such provisions, we can have complete confidence that they will be observed 
in the actual conduct of th shane Dr. Kinzig challenges us to produce any 
textual evidence me the stateme phe direct contrast with the position 
under the gold standard) the vaxtities s fixed are from the outset recognized 





i 
to be provisi m0 The first Benicia to this effect is, of course, contained 
in the list of t > purposes (Arti cle I) by which “ the Fund shall be guided in 
all its decisions Section (vi) reads : 
‘In accor jan e with the above, to shorten the duration and lessen the 


degree of disequilibrium in the international balances of payments of 


members.”’ 
Even Dr. Einzig could hardly contend that this purpose can be fulfilled 


} 


by a deliberate refusal to recognize the existence of a fundamental dis- 


equilibrium or to permit th gir grok adjustments where such clearly exists. 
Then we come to Section 5 of Article [V, which is entitled ‘‘ Changes in 
Par Values.’’ Sub-S« “se ym (f) says: 
‘* The Funda shall concur in a proposed change which is within the terms 
of (c) (ii) or (c) (iil) ne ve if it is satisfied that the change is necessary 
to correct a fundamental disequilibrium. In particular, provided it is so 


tisfied, it shall not object to a proposed change because of the domestic 


: 


social or political policies of the member sanule r the change.” 
As we pointed out last month, the slight change in wording from the 


corresponding section of the Joint Statement is a purely verbal one, since 
nobody ever contemplated that the decision on the existence of a fundamental 


disequilibrium ne. 9 be left to the member concerned. Dr. Einzig argues 
that it is a serious concession depriving us of a right of appeal. The picture 
he calls up of a group of international lawyers sitting down to decide whether 


the Fund was correct in its diagnosis of an economic situation Is an entertaining 
one, but the notion of such an appeal will be a complete novelty to most people. 
The Fund itself is an international tribunal, and the remedy for a dissatisfied 
member is withdrawal. Such a step is admittedly a serious one; but the 
existence of the international forum provided by the Fund should predispose 
individual countries to act reasonably, while the right to withdraw should 
predispose the Fund to act reasonably. 
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Dr. Einzig, of course, claims that freedom to withdraw is in effect nullified 
by Article XI, which he interprets as giving the Fund the power to declare 
an economic boycott against recalcitrant members. The more reasonable 
reading of this Article is quite clearly that it was inserted for a more limited 
and purely defensive purpose; namely, to prevent the whole plan from 
being sabotaged by outside countries holding aloof from the scheme from 
the outset and running a black market in foreign exchange that would make 
nonsense of the parities fixed, through cross-rates inconsistent with these 
parities. To construe the carefully worded provisions of this Article as 
equivalent to “‘ economic boycott’ or “ blockade” is altogether too loose 
a paraphrase. On the other hand, Dr. Einzig would appear to be justified in 
arguing that this Article could be invoked against ex-members as well as 
against non-members proper. This is a piece of loose drafting to be deplored 
and if possible corrected ; but one must equally deplore the lurid and sensa- 
tional construction which Dr. Einzig has chosen to place on what was obviously 
intended as a purely technical safeguard. 

Continuing our survey of the provisions for elasticity contained in the 
Final Act, we find Section 7 of Article [V arranging for uniform changes in 
par values, i.c. world-wide and simultaneous changes in the currency price 
of gold, designed to protect the system against general deflationary or in- 
flationary movements arising out of a deficiency or excess of gold supplies 
One does not recall any such arrangement under the conventional gold 
standard. In the following Article, while Section 3 lays down conditions 
governing the use of the Fund’s resources, Section 4 provides expressly for a 
waiver of those conditions. Dr. Einzig may find it difficult to accept this, 
but there is good reason to believe that those alleged apostles of rigidity, the 
U.S. authorities, envisage fair use being made of this provision. Even so, 
it might be argued that the conditions of waiver have rather a hard money 
ring, as applying especially to “‘ members with a record of avoiding large or 
continuous us f the Fund’s resources.’’ The waiver Sections, however, 
must be read in conjunction with Section 5 of Article XIV. There is a par- 
ticular interest about this clause, which appears to have escaped Dr. Einzig’s 
notice, since it represents the counterpart in the Final Act of the Joint State- 
ment declaration that the lund, in considering a change of parity, must take 
into account th certainties of the initial period. In the Final Act, this 
provision reads : 

[In its relations with members, the Fund shall recognize that the post-war 
transitional period will be one of change and adjustment, and in making 
di ions on requests occasioned thereby which are presented by any member, 
it shall give the member the benefit of any reasonable doubt.”’ 

It will be seen that this provision is in fact far wider than the corresponding 


passage of the Joint Statement, since it applies not merely to changes of 
paritics but to the Fund’s relations with members as a whole. Dr. Einzig’s 
presumption that this provision was dropped as one of many “ concessions 
made in the eleventh hour in favour of the American point of view ”’ is thus 


unfounded and is in fact the opposite of the truth. 

In our view, these various provisions are sufficient to ensure quite adequate 
flexibility in exchange rates, which is the particular feature of the scheme 
on which Dr. Einzig has chosen to concentrate discussion (and also, un- 


fortunately, the one on which uninformed public opinion is most liable to be 
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stampeded into unreasoning opposition). For ourselves, we should attach, if 
anything, greater importance to the scarce currency safeguards, since devalua- 
tion is no protection against a slump in an important member of the system. 
In Dr. Einzig’s view, this provision also has been “ whittled down ”’ at Bretton 
Woods. The actual change made is the qualification that, when a member 
uuntry imposes exchange restrictions against another whose currency has 
been declared scarce, they “ shall be no more restrictive than is necessary to 
limit the demand for the scarce currency to the supply held by, or accruing to, 
the member in question ; and they shall be reer and removed as r :pidly 
as conditions Ps rmit.”” Is this so unreasonable ? Let us suppose that this 
country were to find itself with an ample dollar reserve at a time when the 
Fund and the world in general was experiencing a shortage of dollars, so that 
the latter became designated as a scarce currency. Would it conduce towards 
harmonious international relations—or an expanding world economy—for 
this country also to impose severe restrictions against American exports, in 
order to preserve this dollar reserve intact ? Whittled down or not, this 
safeguard, too, still appears quite adequate. 

[t remains to deal with one further important point in Dr. Einzig’s 
thesis, namely the contention that, in virtue of Article IV, 4 (b), ‘‘ the export 
surplus of the richest surplus countries to the poorest deficit countries will be 
financed by Great Britain through the acquisition of the currencies of the 
latter.”’ In the first place, it should be pointed out that Dr. Einzig is quite 
wrong in contending that members acquiring weak currencies would be unable 
from the outset to pass these on to the Fund. Section 3 of Article V lays 
down that a member is entitled to obtain foreign exchange from Fund provided, 
inter alia : 

“ (iil) The proposec -d purchase would not cause the Fund’s holdings of the 
purchasing member’s currency to increase by more than 25 per cent. of its 
quota during the period of twelve months ending on the date of the purchase 
nor to exceed 200 per cent. of its quota... .’’ This means that until 
the latter limit was reached, a country with an initially over-valued parity 
would be able to obtain foreign exchange from the Fund in exchange for its 
own currency and would be under obligation to repurchase balances of its 
currency held by other members, in accordance with VIII (4)—in effect 
transferring such balances from members to the Fund. But once a member 
country has exhausted its facilities with the Fund, the situation Dr. Einzig 
fears could admittedly arise if Article 1V (b) in fact meant what he believes 
it to mean. We must apologise for not having taken Dr. Einzig’s point 
hat the danger he portrays would arise only in the hypothetical case of a 
ember which had been allowed to exhaust its facilities with the Fund 
without the appropriate adjustment of parity ’ being made that is so clearly 
needed to correct the fundamental disequilibrium revealed by the continuing 
draft on quotas. At the same time, we must contest his interpretation of 
the Section under discussion. This says: 

‘* Each member undertakes, through appropriate measures consistent with 
this Agreement, to permit within its territories exchange transactions between 

and the currencies of other members. ONLY within the limits 


til 


its curren a" 

prescribed under Section 3 of this article ’’ (i.e. in the case of spot transactions 
t rates of not more than I per cent. above or below parity). 

The operati$ word is “only.” Dr. Einzig has construed this passage 
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not reached its present peak and 


there were still large indigenous joint stock banks which were not members 
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of the Clearing House. In spite of the efforts of the Clearing House to dis- 
+] - 7 hs 7 rct -_ - ] 1 } . } y - —* *h 
courage the practice this persisted and still does, though on a much smaller 
scale, While 1t may be that during the war it nas somewhat increase d. And 


it is thus worth considering what mar! ing carries in the way of obligation 

inlaw. The judgment of the Pri , 
help (Bank of Baroda v. Punjab National Bank ([1944] 2 All E.R. 83) ). 

The form of marking was: ‘“ Marked good for payment on 20.60.39 for 

f Baroda Ltd., M. P. Amin, Manager,” the « being drawn 

ut dated 20.6.39. The first point in the judgment is that mark- 

in t] ning of the Bills of 

ire unequivocal : 

ay as between the drawer 
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amount to an acceptance wit 





icceptance 1s not necessary to create a lLabill 





and the drawee bank. The hability depend contractual relationship 
between the bank and the drawer, its custom her things being equal, 


in particular if the customer has sufficient funds or “credit available with the 
bank, the bank is bound either to pay the cheque or dishonour it at once. 
There is no point in its saying in efiect to the drawer or, indeed, to the holder 





if it has been transferred, “ I will pay if you perm it again.” It is different 
in ti ( of an ord ary | ill the dra‘ vet is und nt ) liability on the instru- 
ment until he accepts; his lability on th bill d pends on his acceptance 
of it. As between the apace! and his bank, acceptance of a cheque is 
superfluous. It would | ierely a confirmation of the contractual liability 
of the bank to honour ag ustomer’s orders to pay. The customer’s right 
to dra cheque depends on his having satisfied the contract ik ena 
which require the bank to honour bis mandate to pay the cheque.” His 
Lordship goes on to quote Chalmers and Paget to the effect that “* marking 

tification is neither in form nor in effect an acceptance of which the 
holder or payee can avail himself.”” What then is its legal significance ? 

It was argued for the Punjab National Bank in the alternative that the 
ng bank is rendered liable by custom or, again, “on the ground that 
by common law, apart from special custom, the respondent can claim either 
in contract or on an estoppel upon the actual words used in the certification.” 
Their Lordships found that there was no evidence of custom identifying 

m witn acceptel esp cially In the Case of post-dated cheques. 

( he last clai ilso t decision was against the Punjab National Bank. 
certification on the cheque had been negotiable, as an acceptance 1n 

proper sense would have been, the respondent bank would prima facte 

hi i titled to claim as a holder in due course, having given value to 
its imme te transferor, and would not be concerned with the state of accounts 
ities between the appellant bank and Ghose (the drawer) or Mitter 

payee) to one or both of whom the certification was issued. But this 

is not the case unless the certification amounted not merely to a promise 


but gotiable promise by the appellant. The respond bank must show 
privity of contract between itself and the app lla: nt aii. whereas there was 
privity of contract only as between the appellant bank and either Ghose or 
Mitter or perhaps both. The respondent bank claims as a holder in due 
course, and must so claim. But there was no consideration between the 
appellant and the respondent and thus “‘ no enforceable contract, even if the 
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certification could be construed according to its terms as a contract to pay,” 
which it seems their Lordships could not find. Want of consideration and 
want of privity would be fatal to enforceability as on a representation, and 
the doctrine of estoppel is limited to a representation as to an existing fact, 
whereas in this case the che que was post-da ted. 

Given that marking does not amount to an acceptance, that certification 
cannot be construed as a contract to pay and that in the absence of con- 
ideration there was no enforceability of any claim in estoppel, what is left ? 
The only answer seems to have been given by another Privy Council case, 
Gaden v. Newfoundland Savings Bank ([1899] A.C. 281), at p. 285 of which 
he certification is to give the cheque additional 


it is said: “ the only effect of t 
currency by showing on the face that it is drawn in good faith on ni ls sufficient 
to meet its payment and by adding to the credit of the drawer that of the 
bank on which it was drawn.’”” Much the same was said in Im uperial Bank 
of Canada v. Bank of Hamilton ({1903} A.C. 49). The view of the late Sir John 
Paget was that marking carried no liability to the holder of the cheque. 
Without being very definite Chalmers seems to be of the same opinion, as 
does By 1 . Grant, however, submits that “ the banker would be bound 
honour the cheque on the ground of estop re if anyone dealt with his client 
on the faith of the marking and were thereby damnified,” quoting from an 
unsigned review of Grant in Ig10, in 54 Sol. ra at p. 536, which, in the view 
of the writer, is wrong 

It must be assumed that marking for a customer carries no obligation either 
to the customer or to any holder. It is, and should be, a mere statement of 
fact that at the time there was nothing to prevent payment of the cheque, 
if in order and properly presented. After all, if a banker wishes to bind 
himself to pay a cheque still in the hands of the drawer, he can accept it in 








the usual way, in terms which are unmistakeable. As the judgment says: 
it w ould certainly require strong and unmistakeable words to amount to 
the acceptance of a cheque. That cannot be predicated of the certification 


question.” This may seem somewhat strange in view of the wording of 


s. 17 (2) of the Bills of Exchange Act, 1882, to the effect that an acceptance 
“must be written on the bill and be signed by the drawee. The mere signature 
of the drav without additional words is sufficient.’’ But it must be that 


the special nature of a cheque requires that to constitute an acceptance, un- 


mistakeable words such as “ accepted ”’ or “‘ accepted payable ”’ must be used ; 
th nature of the drawee by itself is clearly not enough. 

Che closing words of the judgment are, perhaps, of special interest : ‘ their 
Lordships are not unconscious that bankers regard their word as their bond, 
and honour their signature even though they might have an answer in law 
[his is especially true as between banker and banker. Bankers would say 
that the bank making the mistake or whatever it was should stand by its 
act. But in circumstances such as those of the present case, the mistake 
in certifying the cheque would have done no harm, if it had not been for the 
act of the other banker in discounting it, though the defect was apparent on 
its fa . A lawyer would be disposed to hold that the responsibility lay with 
the r bank. In any case, the court is here called upon to decide how the 
iw at pr sent stands. It is not the arbiter on questions of banking ethics 


or etiquette or good banking policy as a matter of business. The high standards 
of bankers are too firmly established to be shaken.” 
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Some Banking Problems of Liberation 
By Service Etranger 


S these words are being written, the American tanks are bearing down 

on Metz, while other Allied Forces are pushing on beyond Brussels to 

the Dutch frontier. Before September is out, the three Western European 
lemocracies may have been freed completely. 

Liberation will bring in its train a flood of work and a large variety of 
ag pers to the foreign services of the big En; lish banks and to those banks 

a | ondon which have specialized in Continental business. When Germany 
and other enemy countries surrender, there will be yet more problems, but 
they will demand somewhat different treatment. In France, Belgium and 
Holland we shall be dealing, in the main, with people who deserve every 
attention and whose sufferings over the past four years entitle them to all the 
kindly aid we can give. 

Up to now we have had little experience that will be of service to us in 
helping these allies. Syrian accounts in London were soon freed from the 
attentions of the T. W. E., but they were few in number and their post- 
liberation operations have been severely limited 4 the overwhelming domina- 
tion of war needs and the omnibus role of the U.K.C.C. in the Near East. 
With French North Africa a half-and-half policy has been pursued ; the pre- 
liberation balances were kept frozen, while pos st-liberation transactions 
have been passed over new accounts. Here again, however, the same circum- 
stances have created a virtual standstill. 

The urgent tasks of relief will make the first claim on the attention of the 
Great Powers and the provisional governments, and for some time no tonnage 
may be available for ordinary consignments. There are, nevertheless, many 
transactions which the Western European customers of British banks will 
wish to carry out at once and which will involve only the use of the mails. 
It is the prospect of these which is most present in the minds of the various 
managements concerned, who have at their immediate disposal only about 
a quarter of their skilled pre-war staffs. 

How soon and how fast communications will be resumed will depend on 
the course taken by the enquiries into “ collaboration.”” For four years, 


business institutions and private persons in the occupied countries have been 
under the necessity either of fighting the Germans or of consenting to live 
under their rule. Of those who consented, there were some who went further 
and co-operated with the conqueror. Their rewards were varied, sometimes 
merely amounting to better rations of food and clothing but sometimes taking 


the form of preferential opportunities to acquire the property of their fellow- 
countrymen. So it comes about today that sundry nationals of France, 
Belgium and Holland are in possession (often by ostensibly legal means) of 
factories, land and securities to which they have no moral right 

[t is not to be supposed that th eens ynal governments, and the patriots 
who support them, will be in any mood to let the bygone deeds of these 
collaboraters be buried in oblivion, and we may expect to see a demand in all 
the countries concerned for the making of some kind of an individual return 
comparing pre-invasion assets with those owned today. After that enquiry, 
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have been detached and their proceeds credited to the customers’ accounts, 
there to await freeing. Over coupons encashable in foreign currencies, banks 
have usually continued to follow whatever standing instructions as to con- 
version they may have held at the time of the break ; such instructions have 
sometimes not been given and there may, therefore, be some tangles to deal 
with. The big trouble is going to be with the customers who have been holding 
their bonds themselves and are consequently possessed of four years of coupons 
which they will want collected as quickly as possible. Big bundles will come 
over from correspondent banks and, in addition to being supplied with the 
usual “‘ non-resident ” affidavits of pre-war days, they will quite likely have 
to be guaranteed as being free from enemy or quisling interest. This guarantee 
is a matter which primarily concerns the country of the remitter and it should 
be sufficient for the London bank that the correspondent appears on some 
list approved by his government. Where ren rittance s are received from an 
individual it is improbable that they will be accepted unless he has first lodged 
a certified copy of his clearance certificate. Ouite apart from the trouble 
involved in verification, the burden of handling these coupons will be immense. 
Much of the work is not highly skilled, but nearly all of it der mands experience, 
the very thing in which demobilized men will be deficient. After the last 
war it was bad enough, but this time the pressure on coupon departments will 
obviously be much greater. 

So much for the customers who are still alive ; but many will have died, 
peaceably or otherwise. In the violent world of oe visits, the next of 
kin have often enough been unable to obtain a death certificate and it looks 
as if the occupied countries and the British courts will have to reach some 
agreement as to the kind of evidence to be accepted when the usual proof is 
not available. Our banks will be safe enough over all this, for they will only 
proceed subject to the production of whatever is ruled as due authority, but 
that, unfortunately, is not the end of the matter. There are few things that 
a banker dislikes more than a non-resident customer in sole account to die. 
The value of the estate in the United Kingdom having been established, the 
field is set for a complicated game in which foreign executors, foreign lawyers, 
British attorney-holders and British lawyers can join heartily. Theore tically, 
all the banker has to do is to await the result, but an inspection of “‘ deceased 
accounts ”’ dossiers would reveal that in practice he has to play a considerable 
and unremunerative part in long-drawn-out negotiations. One or two such 
clearings-up at a time are quite enough; to have perhaps twenty or more 
on hand simultaneously will not be amusing. 

As soon as some kind of order is restored in the liberated countries, British 
bankers will want to re-establish the numerous personal contacts they used 
to enjoy with their Continental counterparts. A good many of the latter, 
however, will be missing ; some will have died in their beds, others will have 
been disposed of either because they were patriots or because they were 
quislings. Fresh contacts will have to be established and this will mean the 
making of visits or even protracted tours. We may reasonably expect foreign 
bankers to come to London once more, but journeys in the opposite direction 
are likely to be more frequent than in pre-war days, and for some time they 
may constitute a heavy drain on the small pool of qualified experts. 

Last but not least there must be mentioned the problems confronting those 
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banks which have affiliates in France and Belgium. These branches have been 
open for business all through the period of occupation, but there has, of 
course, been no contact with the parent institutions on this side. When the 
Germans came in, everything had to be abandoned, except that here and 
there a few documents of record were brought away by those of the staff who 
escaped. The various Channel Islands branches are in much the same position. 

Picking up the threads once more will not be easy and the officials sent 
out from England to take charge will be at a considerable disadvantage 
through having been out of touch during four eventful years. They will have 
to make decisions about customers whose activities they have had no chance of 
watching just at a time when watching was more than ever necessary, and 
they will have to tread delicately while the provisional governments are busy 
purging. Their lot will not be envied by any colleague who stops behind. 
However trying a foreign department in L ondon mz 1y find its liberated cus- 
tomers, it will at least not have all of them gathered each morning on the 
steps, waiting for the doors to open, bursting to pour out their troubles and 
to question the accuracy of records now somewhat ancient. 


The Increase in Window Dressing 


By Paul Bareau 


HE banks’ windows are, with one or two exceptions, still being dressed 
with as great assiduity as ever. The measurement of this now monthly 
proceeding is made in the following table, which brings up to date 
calculations first made in The Economist of September 12, 1942. The basis 
of these calculations can be readily explained. The clearing banks’ deposits 
at the Bank of England are cake ulated by attributing to them 95 per cent. 
of the total bankers’ deposits shown in the Bank return (which gives the 
position on Wednesdays ). By adding to this figure the total of notes and 
coin held by the clearing banks, as shown in the Bank of England’s Statistical 
Summary (which, fortunately, is also a Wednesday figure) we get an approxi- 
mately correct figure of the average amount of cash held by the clearing 
banks on each Wednesday. By comparing this figure with the figure.of cash 
as published in the clearing banks’ monthl y returns and half-yearly statements 
we obtain a fairly accurate estimate of the disparity between the true and 
published cash totals, and, there tone , of the extent of the window-dressing 
that has gone to build up the published figures. These calculations, as shown 
in the appended table, give the figures for each year from 1938 to 1943 and 
for each of the past twelve months 
The chief feature of the table is its revelation of a very considerable increase 
in the extent of window dressing since the last pre-war year. Every year 
since 1938 shows a growing disparity between the true and the publishe d cash 
ratios. Over the past twelve months, however, the curve of this disparity 
appears to have flattened, and on indications to date the average for 1944 1 
unlikely to be much above that for 1943. 
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The upheaval of window dressing occurs only once a month in these days, 
but the volume of bank cash which does duty trotting from one bank 


another, in order to dress the shop window of each, is now more than three 


times what it was before the war. In 1938, the margin between the true and 
publis! ied cash holdings of the clearing banks amounted to {23,000,000 and 
in 1939 to £24,000,000. Last year, this margin of spurious bank cash averaged 
{86,000,000, and during the past twelve months has on occasions topped 
£100,000,000. 

" On the evidence of the figures given in the appended table, the banks 
appear on the average to be working to a true cash ratio of slightly over 
8 per cent. Before the war, the true ratio was between g} and Io per cent., 
as compared with the published ratio of 10} to 11 per cent. which then 
obtait ned. This readiness to work to a lower ratio is in many ways a di -velop- 
ment to be commended. It makes for an economy of cash which is desirable, 
providing the reasonable minimum required by normal banking prudence 
is maintained. It is not difficult to understand why the banks should now be 
prepared to work to a lower cash ratio than before the war. The new technique 
of open market operations is a positive encouragement to cash economy. 
All teeth have now been drawn from open market policy. To apply to the 
Bank of England for special assistance is now an almost automatic procedure 
for the discount market and involves no penalty in the matter of price. As 
for the banks, their way to and from the Bank of England is now worn rather 
smoother from travel than it was before the war. It must not be assumed 
that the clearing banks make it a practice to have access to the central bank 
in connection with their monthly or even half-yearly making up ; but the 
knowledge that contact can be made and he Ip obtained at a minute’s notice is, 
no doubt, instrumental in inducing the banks to work to lower cash ratios 
than those to which they formerly adhered. 

This explanation and justification of lower cash ratios does not, however, 
altogether explain and justify the fact that the banks should still make the 
effort once a month of working up the ratio to a thoroughly unrepresentative 
figure. The traditional arguments that went to the justification of window 
dressing were that it kept the money market “ on its toes,” provided an 
automatic remedy to overtrading on the part of borrowers from the short 
loan fund and furnished a periodic check of the type of security in which the 
market traded. These arguments have lost much of their force during the 
war. If the discount market requires any check against overtrading and 
any periodic test of the type of security which it holds it is to its short bond 
busin s that these correctives should be directed. Yet next to no part of 
the market’s bond holding is now run on clearing bank money. The usual 
“ outside lenders,’’ now reinforced by overseas holders of abnormal sterling 
funds, are prepared to lend to the market against bonds at a lower rate than 
that charged for such accommodation by the clearing banks. The bulk of 
the clearing banks’ short loans to the discount market is now secure d by bills— 
which, in existing circumstances, means Treasury bills. These hardly require 
a test of quality. As for the possibility of overtrading in bills, it is now almost 
wholly averted by the method of a syndicated market tender, where the 
amounts tendered for by the whole market and by each member of it are 
rigidly fixed and determined with the approval of the authorities. In any 
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case, these two arguments have for many years worn thin, if only because of 
the kindly yet severe scrutiny to which the activities of the discount market 
are subj ‘cted at the Bank of England. 

Although it is in the discount market that the main inconvenience of 
window-dressing would appear to be felt, it is not there that the main critics 
of the procedure are to be found. On the contrary, there is a widespread 
liking for those banks that are prepared to let their daily cash ratios fluctuate 
within very wide limits. Discount market houses are likely to find these 
banks more ready to help, whether by purchase of biils or in making fresh 
advances, than the more “correct ’”’ institutions which endeavour to work 





to an even day-to-day cash ratio and make no obvious attempt to work up 
their ratios on making up days. It must be admitt d that this practice of 
letting the cash ratio fluctuate—within reasonable limits, of course—is more 


attuned to British traditional principles than a system o f working to a rigid 
cash ratio, such as is practised in every country where commercial banking 
a ea have been codified into law. The British system of leaving ths 
ap propria te cash ratio to the good sense and practical caution of the individual 

ipelled 
by law to maintain a minimum cash ratio are bound to safeguard that 
minimum by holding a margin of cash over and above the statutory figure. 
But, here again, the evident arguments in favour of the British system are 
not arguments in favour of attempting to show in published returns and 
rom that maintained in 


banker’s initiative makes for greater economy of cash, since banks con 
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balance sheets a position which diifers considerably 
the day-to-day working of the banks. 
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In Million fs 


Ban D Clearing Banks 
a ms = — 
Average { Ca tatio Dis 
( V } ‘ De | shed | y 
Actual ) Days %, % % 
1933... ‘ Ico iol 117 21 ‘ 2.299 10.6 9.6 O.5 
1939 I 129 ) 14 1 10.9 IO 8.3 
1940 UI I 13 208 ) 19.7 9.7 9.4 
194) I 116 ‘ 311 ) 19.5 7 Ey. 
1942 130 5 10.5 O.5 ig.o0 
19743 i ) I5I I ) 4 ) oF ».5 2 21.9 
Aug i 143 ) 32 2,670 10.4 7.9 24.0 
Sept I i 145 9 3,737 10.4 7°9 24-90 
Oct I I 14 ; 4 3,513 10.3 7-7 25-2 
Nov ) 15 145 207 ,805 10.4 aw 20.0 
Dec 7 1¢ 14 310 422 4,032 10.5 re 5-7 
1944 
jan T34 175 15 41 3,962 10.5 8.4 20.0 
eb Loo 149 15 114 3,807 10.0 8.1 23.0 
Maz 173 15 3 42 3,955 10.0 5.1 23.0 
Apri 173 I 155 4 43 4,017 10.7 8.1 24-3 
May I I 15 310 418 O51 19.3 pe 24.3 
June ‘ Is4 175 161 320 427 4,100 10.4 8.2 21.2 
July 198 183 I 349 42 4,121 10.3 8.4 15.5 


The extent of the banks’ window dressing may conceivably be reduced 
as and when these institutions become liable to Excess Profits Tax. That 
should be soon. Bank profits in 1942 and 1943 appear to have ranged well 
above the E.P.T. standards, but the excess in each case was still mopping 
up the E.P.T. deficits accumulated in the first three years of war, when taxable 
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profits fell well below the E.P.T. standards. By now, those arrears must in 
large measure be cancelled. A number of the clearing banks are likely to 
become liable to E.P.T. this year and more will follow in 1945. Under those 
circumstances, the urgency to keep employed as large a part as possible of 
the banks’ resources will lose some of its force. The banks concerned will 
be less tempted to run down their cash ratios in order to accommodate the 
money market, because that gesture of accommodation will no longer yield 
any profit, save the minute E.P.T. credits repayable after the end of the war. 
That consideration may induce banks concerned to keep their day-to-day 
cash ratios closer to their published figures and may also encourage them all 
to maintain rather higher published ratios than those to which they have 
recently adhered. This possibility raises a number of problems for those 
concerned with credit control and open market policy. That policy has 
hitherto been based on the assumption that every available penny of bank 
cash would be doing its duty. One of the effects of E.P.T. may be to diminish 
the attraction of idle cash to the money market and to cause substantial 
pockets of unutilized money to develop. 

The impact of the banks’ window dressing formerly fell with greatest 
severity on borrowers from the short loan market. It was to them that the 
ostensible salutary objectives of the whole proceeding were directed. But 
though that impact has increased during the war, it no longer falls harshly 
on those from whom loans are called in. Whatever vacuum in credit resources 
is caused by this calling-in of money market loans is now painlessly filled at 
open-market rates by the Bank of England. To the extent that bank cash 
has to be inflated and the Bank of England’s holding of securities increased 
by these open-market operations, the procedure tends to increase the profits 
of the Banking Departments. This, however, is a small and irrelevant 
matter and certainly does not give the Bank’s stockholders a vested interest 
in window dressing by the clearing banks. The main impact of window 
dressing is that on Government short-term finance. It is most apparent 
whenever the half-yearly make-up so falls that the main burden of financing 
the seasonal cash inflation can be placed on the shoulders of the Treasury. 
This will always be possible if the last working day of the half-year falls 
towards the middle of the week, for in that case Treasury bill and T.D.R. 
payments can be postponed to the second half of the week, while the bulk of 
the maturities will inevitably have been plann d to fall in the first part. For 
a few days, therefore, the Exchequer position is certain to be severely strained 
and the Government will be compelle d to borrow heavily on Ways and Means 
advances from the Bank. rhe cost of such oo may be comparatively 
small, but it does provide a point at which the policy of the banks and the 
public good may be said to clash, since the cost of the necessary borrowing 
may be greater than if window dressing had not interfered with the normal 
sequence of floating debt payments and maturities. This may, admittedly, 
be dealing in minutie, “oF it is a consideration of which the banks should not 
lose sight in viewing the case for and against continuing the practice of window 
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Correspondence 








The Institute Examination 
To THE Epitor oF “ THE BANKER” 
IR,—‘‘ The Institute Examination ”’ in your August number was interest- 
ing and as far as it went its comments were probably true. Your contributor 
has, however, in my view done the disservice of drawing attention to superficial 
issues only when he might have drawn attention to more fundamental issues. 

Presumably I need not bother you with many figures, but the briefest 
reference to the data regarding the examinations in the Institute’s ‘‘ Journal ” 
during, for example, the year 1939, reveals at least three main things. I 
regret that I am not able to quote later information. First, as means of 
enabling candidates to pass its examinations the Institute had during the 
sixty years of its life set up its rather exiguous system of forty-six “ recognized ” 
institutions ; it had created its sixty “local centres’”’; it had instructed its 
Director of Studies, in order to give candidates the invaluable assistance of his 
advice, to make his annual progresses ; and it had permitted its Examiners, 
in the “‘ Journal”’ year after year, to publish that singular mixture of rather 
unhelpful advice and bitter invective known as “ Reports of the Examiners.” 
Second, the candidates were in the main wo/f passing the Examinations. In 
1939, for example, no less than seven out of the ten compulsory papers in 
the Associate Certificate Examination were so badly answered that in each 
of them more than half the candidates failed In one paper, indeed, seven 
out of ten of the candidates failed. In these circumstances it is not surprising 
that out of nearly 15,000 candidates only 1,430 completed Part I of the 
examination and only 955 completed Part II. Third, the candidates were 
not only unsuccessful, but were un-co-operative. Tor the Associate Certificate 
Examination there were nearly 30,000 entries in ten obligatory papers and 
under 300 entries in eight voluntary papers; for the Language Diploma 
Examination there were only 72 entries; and for the Essay Prize there were 
only 21 entries. As Mr. R. A. Wilson has said: ‘‘ As the banks in recent 
years have tended to make the examinations more and more an essential part 
of their arrangements for the training and grading of their staffs, so that part 
of the Institute’s work has tended to become more official, and the response 
of its members less spontaneous.’’ Or, as others of us might say, the Institute 
has certainly not succeeded in making its activities popular. 

It is just possible, of course, that matters are now different : but during 
the period regarding which I feel qualified to hold an opinion the simple fact 
was that instead of putting the first thing first and providing training, the 
Institute had put the second thing first and had to far too large an extent 
provided only examinations. This was no doubt satisfactory for the corres- 
pondence organizations. But it was unsatisfactory for everybody else: in 
particular it caused untold waste of time, energy and money amongst thousands 
of the younger members of the staffs. I do not feel that while this cardinal 
error remains uncorrected much significance attaches to discussion of the 
detail of syllabuses, or of choice of papers, or of division of the examination into 
three parts instead of two. I am, Sir, etc., 


G. P. W. LAMB. 


[Few people in banking circles would deny that there is a great deal in 


S 


¥ Oe gL 





est- 
1tor 


in 
ids 
ial 
he 


ito 





CORR ESPO NDENCE 37 








our correspondent’s criticisms so far as past conditions are concerned. 
Fortunately, there is reason to believe that both the Institute and individual 
banks are carefully reviewing the situation, and developments are now on 
foot which should mean that after the war bank training as a whole will be 
placed on a more satisfactory footing, with special regard for the practical 
requirements of the returning Service man.—ED. BANKER. |] 





International Banking 


Invasion Currencies 


FTER lengthy negotiations, an agreement was reached in August about 

the issue of invasion franc notes. The Provisional Government is to 

assume control of the . sue, and the invasion franc notes issued by the 
Allied ¢ pearwemneer s will be withdrawn in due course. The exchange rate 
was left unchanged at 200 to ae pound. At that rate the franc appears to 
be over-valued, tho Bet price levels vay so widely in various parts of liberated 
France, and are liable to such wide fluctuations that it would be premature 
to arrive at too definite conclusions in this respect. Prices are certainly 
fantastically high in the cities, but this is mainly due to the scarcity value 
of food, which is bound to be a purely temporary affair. As soon as conditions 
of transport and supply become less abnormal it will be possible to form a 
better idea about the degree of the internal depreciation of the franc. 

An arrangement has also been made about the Belgian franc, which has 
been fixed at a to the pound, the same rate as the one operating in the 
Belgian Cong¢ in a broadcast statement M. Gutt, the Belgian Finance 
Minister, explain ‘d that it became necessary to devalue the franc compared 
with its pre-invasion parity, owing to the results of four years of German 
exploitation. Pending the issue of Belgian invasion currency, the French 
invasion francs and French francs in general are accepted at the official 
exchange rates. 

Negotiations are in progress for the fixing of the Netherlands guilder at 
10.69 to the pound. ane Netherlands Government has its own invasion 
guik ler ready for use after the liberation of the country. 

No agreement has “se ‘en reached up to the time of writing about the invasion 
currency to be issued in occupied Germany. While the United States au- 
thorities favour the issue of the “ yellow seal”’ dollars used in North Africa 
and during the early phases of the Italian campaign, it is understood that 
British quarters would prefer to issue invasion marks 

Currency Bloc Plans 

The idea of a Western European Currency Bloc is understood to be under 
consideration. There exists already an agreement between Belgium, Luxem- 
bourg and the Netherlands, and it is suggested that France and even Great 
Britain should join it. The agreement is for the stabilization of the exchange 
rate and the reciprocal provision of each other’s currencies. Such an agree- 
ment exists also between Great Britain and the French overseas Empire, 
although it does not yet apply to Metropolitan France except in so far as the 
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exchange rate is concerned. Negotiations are believed to be in progress 
for the full application of the principle to relations between this country and 
the liberated Western European countries. 

Such a currency bloc would not be in conflict with the terms of the Bretton 
Woods Plan, for it cannot be considered to amount to a discriminatory currency 
arrangement. Nor would it be incompatible with the Sterling Bloc, for in the 
past many non-British countries have already adhered to what was originally 
a currency association of the British Empire. The principle of regional 
currency arrangements is strongly supported in many quarters, irrespective 
of whether there will also be, in addition, an international currency arrange- 
ment. 

Resumption of International Lending 


The Netherlands Government has concluded an agreement with an 
American banking group headed by the Chase National Bank, for a credit of 
$100,000,000 for three years. The credit is to be secured by the Netherlands 
Bank’s gold deposit in New York. The object of the transaction is to provide 
privately-owned Dutch banks with initial dollar resources enabling them to 
resume normal activity. The reason why the Netherlands Bank chose this 
solution, instead of selling out a corresponding amount of the Netherlands 
Bank’s gold, lies in the obscurity of the legal position concerning the relations 
between the Government and the Netherlands Bank. 

Negotiations are in progress for the conclusion of a similar transaction 
with the Belgian Government. It is considered possible that several other 
Governments of liberated countries will make similar arrangements. The 
Netherlands transaction has been welcomed in banking circles all over the 
world as the first step towards a return to normal international banking 
business. 


Publications 
Building Societies’ Year Book, 1944. Franey and Co. (Price 12s. 6d 
net, post free, 13s.) While the paper situation has necessitated a reduction 
this year in the size of the Year Book, all the essential features have been 
preserved. At {769.4 millions, the total assets of the movement at the end 
of 1943 were within £4 millions of the record end-1939 figure, and may well 
have been slightly higher than at the actual outbreak of war. Nearly £28 
millions was advanced on mortgages during the year, an increase of over 70 
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per cent. on 1942, though no more than about one-fifth of the normal peace- 
time scale of business. After the war, the movement hopes to resume lending 


at the rate of perhaps £150 millions annually, though when this will be possible 
must naturally depend on how soon national policy permits of the resumption 
of new building of middle-class houses. Certainly, the societies are admirably 
placed to take up their former functions as soon as opportunity allows, since 
investments and cash holdings now amount to some {180 millions, or more 
than 23 per cent. of total assets, as against only 9.5 per cent. at the end of 
1938. The expense ratio seems to have risen slightly in the course of last 
year, though on the other hand defaults remain at a low level. One point 
brought out in the Year Book’s survey is that the amalgamation movement 
has not been entirely confined to the Leviathans of the movement. On the 
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FESS MR. J. F. G. GILLIAT’S STATEMENT 
and —_—- 
HE one hundred and thirty-first ordinary cated to the officers’ pension fund, that a 
, | meeting of the Standard Bank of South _ final dividend of 7s. per share be paid, together 
tton Africa, Ltd., was held on August 30 at with a bonus of 2s. per share, making a total 
ncy 10 Clement’s Lane, London, E.C. Mr. J. F.G. of 14 per cent. for the year, and that £191,186 
the Gilliat presided. be carried forward. 
ac The following is an extract from the Chair- eaoaee : 2 : : 
ally man’s statement which was circulated with POSITION IN SOUTH AFRICA 
nal the report and accounts : The events of the year under review brought 
Ta It will be seen that the balance sheet shows no material change in the economic position 
tive a satisfactory position. Compared with the of the Union, and the contribution of the gold 
1ge- figures for the previous year, deposit, current mining industry in the form of wages paid, 
and other accounts show an increase of nearly stores purchased and taxation and dividend 
{21 millions, mainly due to the volume of disbursements was again the main stabilizing 
money put into circulation in consequence of _ factor. 
war-time activity. Cash in hand and at call In the farming industry very fair produc- 
an and short notice rose by about {14 millions, tion results were achieved and, as the general 
t of and investments were higher by £4 millions level of prices was higher, virtually all farming 
as the result of purchases of Government districts enjoyed another year of prosperity. 
nds stocks. ‘The item of bills discounted, advances Industrial output was, on the whole, fairly 
ide to customers and other accounts reflected an well maintained. 
Ide ; 
t increase of nearly £2 millions. As regards the present year, one of the 
owe The balance of profit for the year, after chief problems will doubtless continue to be 
I ae ep Ae 
this making an appropriation to contingencies the difficulty of obtaining supplies, but it is 
nds account, was £567,351, being slightly less expected that the volume of business will be 
* than the figure for the previous twelve months. maintained at approximately the same level. 
ons With £173,835 brought forward the amount The Chairman moved the adoption of the 
for disposal was £741,186. The interim report and accounts, which was unanimously 
ion dividend paid in January last absorbed approved, and the retiring directors and 
£125,000, and after appropriating {£50,000 auditors were re-elected, the proceedings 
her for bank premises there is a balance of £500,186. terminating with a vote of thanks to the 
The It is recommended that {150,000 be allo- chairman, directors and staff. 
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contrary, 26 societies have been absorbed whose combined assets totalled no 
more than £3,374,000. While nobody would deny that in individual cases 
the small society may serve a valuable purpose, a reduction in the number 
of units which obviously fall short of the economic size on any definition 
must be welcomed. 
Financial Administration in India, py J. J. Pinto (New Book 
Company, Bombay, price Rs. 15). The financ ial administration of India is a 
highly complicated subject which has been very little documented, and this 
book should prove of great value to the specialist public to which it is addressed. 
‘hough its treatment is necessarily rather technical and detailed, there is a 
certain interest even for the general financial reader in this country in seeing 
the adaptation of our own financial system to a decentralized system of 
government of a Federal nature. The book is in three parts, of which the 
first deals with the general principles of financial administration and the 
constitutional provisions affecting personnel and organization. The six 
chapters of the second part are intended to provide a continuous account 
of the different processes of the Budget system in India, while the third part 
covers those aspects of financial administration which are not directly con- 
cerned with the Budget or which call for more detailed treatment. The 
general conclusion is that the Indian system conduces to both efficiency and 
economy, and it is the fault of extraneous factors if these objectives are not 
fully realized. It is urged that political feeling should not be allowed to bias 
judgment about the system as such. 


Economica, August 1944. (London School of Economics, price 5s.) In an 
article of special interest to banking r« aders, — r the title ‘‘ A Retrospective 
View of the Bank Charter Act of 1844,’ Mr. P. Barrett Whale shows that the 
division of the Bank return into two Pecertalie remains as a mere survival 
of form which is unlikely further to survive the period of post-war reconstruc- 
tion. It is probable that “ the form of the Return will no longer be designed 
from the point of view of circumscribing the freedom of action of the Bank, 
but solely with the object of giving the public the information it needs i 
order to assess the current situation.’’ Developments since the last war, 
such as the establishment of the Exchange Equalization Account, Mr. Whale 
points out, have deprived publicity with respect to gold holdings of much of 
its significance, and he queries whether this obscuration of the international 
debtor-creditor position, so alien to the ideas of 1844, is to be accepted 
as a permanent change. This in his view “ is the most important issue that 
has still to be decided in the field covered by Peel’s Act.” 
Post-War Markets in Latin America. (Bank of London and South 
America.) The comments of the principal branches of the bank in South 
and Central America were sought as to the possibilities of an expansion in 
sritish exports to the area, with particular reference to various classes of 
British goods likely to be required in the post-war era. The result is an admir- 
able survey of the general situation in each of these countries, coupled with 
comments on the prospects in individual urgently-needed lines in which the 
United Kingdom has and has not respectively hitherto predominated. The 
publication should be of considerable value to intending exporters in enlighten- 
ing them both as to the opportunities and the difficulties that will present 
themselves. 
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Ulster’s Part in the War Effort 
By the Rt. Hon. Sir Basil $. Brooke, C.B.E, M.C. 


(Prime Minister of Northern Ireland) 


five years after the beginning of the great cataclysm that has come so 

perilously near the wrecking of our civilization. For nearly four of those 
years it almost seemed that the diabolical forces unleashed by our enemies 
were destined to bring the whole world under their sway. Today a brilliant 
succession of Allied victories—the reward of bold strategic strokes, masterly 
leadership and the epic courage and endurance of the rank and file—has 
brought the war in Europe to its final phase, and the horizon is bright with 


"T ie y Northern Ireland number of THE BANKER makes its appearance 


the dawn of victory. 

In the events of these momentous years Northern Ireland has played a 
distinctive part. Whether it be viewed from the standpoint of service in the 
fighting Forces, the harnessing of industry and agriculture to war production, 
the provision of the sinews of war through taxation and war savings, or the 
vital importance of Ulster in the grand strategy of the United Nations, Northern 
Ireland’s war effort is the logical corollary of the constitutional position 
created by the Government of Ireland Act. Northern Ireland is no mere 
appendage of Great Britain: it is as much a constituent part of the United 
Kingdom as England, Scotland or Wales. Likewise, by constitutional ties 
and by deep-rooted sentiment, Northern Ireland belongs to the great family 
of peoples making up the British Commonwealth. 

All the peacetime and wartime activities of Northern Ireland draw their 
significance from these basic facts. Under the stress of war Northern Ireland 
has shown how, by hard work, adaptation and foresight, all these departments 
of its productive capacity can be devoted intensively to the organization of 
victory. The shipbuilding industry has made a magnificent contribution 
to the resources of the Royal Navy and the Mercantile Marine. Aircraft 
production has been developed on a truly impressive scale. Engineering 
shops normally employed on commercial contracts have poured out vast 
supplies of munition. The skill of women textile workers has been utilized 
in the manufacture of parachutes and other war supplies. The farmers, by 
a series of prodigious efforts, have produced food in great volume for the 
people of great Britain after meeting the rationed needs of Northern Ireland 
itself. 

Not by any material test can these achievements be measured. Their 
ultimate explanation lies not in physical or mental endowment—though both 
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these are vital elements in the result—but supremely in the spirit of the 
people. Having been in constant touch with them, in the factories, on the 
farms and in their homes, I know their sterling qualities, which will stand 
Ulster and the Empire in good stead in years to come. 

Ulster takes pardonable pride in the fact that it has been able to serve 
the Allied cause in a manner quite unique. This area of five thousand square 
miles, with a population of a million and a quarter, has been likened to a 
bastion of the United Kingdom defences, standing firm and protective out 
in the Atlantic. With the coming of the United States Forces, the first 
European contingent of which landed in Belfast early in 1942, Ulster became 
a bridgehead for the then impending attack on the enemy in North Africa, 
and more recently in Normandy. A training ground for British and American 
troops, providing harbour facilities for the naval forces of Britain, the United 
States and C anada, and studded with aerodromes from which Coastal Command 
‘planes go out to patrol the Western Approaches, Northern Ireland has been 
given the honourable if unofficial title ‘‘ The Gibraltar of the North.” War 
historians have yet to tell, with the authentic detail that will one day be 
possible, the story of Ulster’s role in the Battle of the Atlantic —a battle now 
decisively won. 

When hostilities cease and the nations turn again to peacetime tasks, the 
reconstruction of economic and social life in Northern Ireland will be closely 
integrated with the solution of the parallel problem in Great Britain. Tunda- 
mentally the situation throughout the United Kingdom will be the same. 
During the last two years the Northern Ireland Cabinet has been giving earnest 
attention to such matters as physical reconstruction and planning, housing 
development, transport reorganization, educational advancement, and indeed 
the whole field of social services. Committees have been hard at work with 
their expert advisers, and the main features of post-war policy are being 
progressively defined. 

Moreover the Government and leaders of industry and commerce have 
devoted much thought to questions of post-war trade and employment. It 
is gratifying to know that the leading aircraft undertaking in Northern Ireland 
will be one of the major production units of the United Kingdom in the post- 
war period. There is good reason to believe that other industrial manu- 
facturing concerns, established primarily for war purposes, will continue as an 
essential part of Ulster’s economic life. The rebuilding of Ulster’s industrial 
and commercial structure will necessarily be influe nced by the pace at which 
British trade overseas can be re-established. The staple industries of Northern 
Ireland have always depended largely upon exports. It is, therefore, a truism 
to say that only when the world economic situation, in the period immediate ly 
after the war, has become tole rably clear will it be possible to gauge the extent 
to which Ulster manufacturers and workers will regain their former prosperity. 
Many factors in the situation will for a time be indeterminate. But, given a 
reasonable measure of recovery and stability in world markets, Ulster business 
enterprise, high technical standards, and the oft-proved skill of the workers 
will again come into their own and reap their due reward. 
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Northern Ireland’s Imperial 
Contribution 
By Major the Rt. Hon. J. M. Sinclair, M.-P. 


(Minister of Finance for Northern Ireland) 


HE title of this article is capable of discussion from many angles, for 

the Imperial Contribution of Northern Ireland is by no means confined 

to the term as it is used in the Government of Ireland Act and in the 
annual financial returns. However, the purpose of the article is to discuss 
only the narrower and purely financial contribution of Northern Ireland 
to the cost of the war and of Imperial services in general. Viewed in the 
light of the huge sums which are at present raised by the Imperial Government 
in taxation and by borrowings, the picture presented may possibly seem one 
of relative insignificance. The essential fact to remember is, however, that 
taxation is imposed by the Imperial Parliament at exactly the same rates in 
Northern Ireland as in Great Britain. Whatever the absolute amount of the 
Northern Ireland financial contribution towards Imperial services, it therefore 
represents the maximum amount available from a relatively small com- 
munity after providing for local services administered by its own Parliament 
in parity with the rest of the United Kingdom. 

The war has brought into relief Northern Ireland’s strategic position and 
in consequence has focused a considerable amount of attention on its adminis- 
tration and constitutional position (which is the first example of strictly 
limited devolution within the framework of the United Kingdom). This 
interest has had the result of clearing up many previous misunderstandings. 
It is now fairly general knowledge, not only that the bulk of Northern Irel and 
taxation (at present about go per cent. of the total), including the major 
taxes, such as Income Tax and Sur Tax, Excess Profits Tax, and the Customs 
and Excise Duties, is imposed by the Chancellor in his Budget at Westminster 
and collected by the United Kingdom revenue departments, but that only a 
proportion of this amount in fact leaves the Imperial Exchequer for the 
Northern Ireland Exche quer. It is now also more Clearly recognized that 
Northern Ireland is not in any sense a sovereign state, but is a provincial 
unit of the United Kingdom with delegated and limited powers relating only 
to local affairs. This is evident from a brief reference to the powers (known 
as Imperial Services) retained by the Imperial Parliament, which include 
the Crown, the Defence Services, the making of peace or war, ma tters arising 
from a state of war, foreign and Dominion afiairs, the National Debt, over- 
seas trade, treason, naturalization, wireless telegraphy, navigation (including 
aerial navigation), coinage, legal tender, trade marks, copyright, etc. Certain 
other important services reserved to the Imperial Parliament (known as 
Reserved Services) include those relating to the postal service, the Supreme 
Courts of Justice, the Savings Banks (Post Office and Trustee), the Registry 
of Deeds, and the revenue departments dealing with reserved taxation. The 
“ Transferred Services’’ directly administered by the Northern Ireland 
Parliament, therefore, comprise those relating to law and order, local govern- 
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ment and health services, the social services, education, agriculture, and 
fishery, harbour, transport, and local commercial services. 

The first charge on the Northern Ireland reserved revenue collected by 
Imperial departments is that of the cost of Reserved Services, which is met 
in the first place from the Imperial Exchequer, which retains in full the 
equivalent amount of Northern Ireland revenue. These services include, 
in addition to the Post Office, Revenue Departments, etc., already mentioned, 
a share of all-Ireland liabilitie ‘s, including the cost of Land Purchase, local 
loans and superannuation which were in force in 1921. The next allocation 
made from the Northern Ireland reserved revenue is the Residuary Share 
of Reserved Taxes, which is paid to the Northern Ireland Exchequer, and is 
the only part of the total so paid. This is the amount required, together 
with “ transferred ”’ taxation raised locally by the Northern Ireland Parliament, 
to meet the cost of the Transferred Services. Determination of the amount 
rests with the Joint Exchequer Board, consisting of a chairman appointed 
by the Crown, and a representative of H.M. Treasury and of the Northern 
Ireland Ministry of Finance. It is an acknowledged canon of the financial 
relations with Northern Ireland that absolute parity in social services and 
relative parity (having regard to special local conditions) in all other services 
over the United Kingdom as a whole, must be the determining factor. Where 
varying conditions occur, the close association of the Northern Ireland Ministry 
with the Treasury ensures, through consultation, the prompt solution of 
problems as they arise from time to time. 

The amount of Northern Ireland reserved revenue which remains in the 
Imperial Exchequer, after offsetting the actual cost of Reserved Services 
and paying over the Residuary Share of Northern Ireland, represents the 
contribution of the latter to the cost of Imperial services. It will be evident 
that the amount of this Imperial Contribution is subject to considerable 
variation and cannot be measured in relation to the value of the services to 
Northern Ireland, which is indeed difficult to assess. It must be remembered 
that the United Kingdom is the fiscal unit ; that London is the financial and 
economic centre of the whole of the United Kingdom, including Northern 
Ireland ; and that by far the greater part of Ulster’s revenue (i.e. the Reserved 
Revenues) is collected at rates fixed by the Chancellor of the Exchequer for 
the whole countrv. It follows that, as would be the case if the accounts of 
any part of Great Britain were shown separately, the amount of the Con- 
tribution gives some indication of Northern Ireland’s taxable capacity. The 
more prosperous the country, the greater will that Contribution be. Northern 
Ireland’s claim therefore to a fair share of national employment is not only 
based on grounds of equity, having regard to its position as an integral part 
of the United Kingdom, but is strengthened by the fact that a high level 
of employment is reflected in the enhanced contribution thereby made available 
to the Imperial Exchequer. It is important to make this clear, as not in- 
frequently in some Government, banking, and industrial circles an impression 
exists that the prosperity and well-being of Northern Ireland is of but academic 
interest to, and can only be achieved at the expense of, Great Britain. 


It may be of interest to tabulate the approximate amounts of Northern 
Ireland Reserved Revenue collected by the Imperial Government, in order 
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to illustrate the proportions retained in the Imperial Exchequer : 


NORTHERN IRELAND RESERVED REVENUE 
(£’000s) 
Retained in Imperial Exchequer 


Cost of Paid to Northern 
Total Reserved Imperial Ireland Exchequer 
Year Amount Services Contribution as Residuary Share 
% of 
1921/22-1936/7 Total 
(average) .. o 8,756 1,972 1,662 5,122 59 
1937/38 os a 10,849 2,379 1,200 7,270 67 
1938/39 ae a 11,419 2,446 1,300 7,673 67 
1939/40 13,598 2,432 3,000 8,166 60 
1940/41 ro ae 19,360 2,563 8,500 8,297 43 
1941/42 T oe 29,734 3,120 17,600 9,014 30 
1942/43 eo o° 42,139 3,093 29,750 9,299 22 
1943/44 
(provisional) ae $7,081 3,093 35,000 8,988 19 
1944/45 
(estimated) a 48,223 3,212 35,000 10,011 2r 


The most interesting feature of the above, apart from the substantial 
wartime increase in the actual amount of the Imperial Contribution, is the 
decreasing proportion of the total reserved revenue which is at present required 
for local transferred (or “‘ peacetime’) services. In the period illustrated 
above, the proportion of reserved revenue in the total of Northern Ireland 
revenue (i.e. reserved plus transferred taxation) has risen from 70 per cent. 
to 90 per cent., and the amount of the total revenue has increased fourfold. 
It should perhaps be noted that the transferred taxes, which include Estate 
Duties, Stamp Duties, Entertainments Duty, Motor Vehicle Duties and 
other miscellaneous items, are in general imposed at the same rates as in 
Great Britain. Even after the wartime increases in these taxes, however, 
the total revenue collected directly by Northern Ireland is just in the region 
of £4,000,000, 


Receipts to the Northern Ireland Exchequer prior to the war also included 
payments from the Imperial Exchequer for services of a quasi-Imperial nature 
administered by Northern Ireland as transferred services, but for which the 
Imperial Government assumed direct liability under statute, the indeter- 
minate Northern Ireland “share” being met indirectly by means of the 
Imperial Contribution. These services comprised mainly inaugural expenses 
on the setting-up of the Northern Ireland administration, and payments under 
the Unemployment Reinsurance Agreements. Under the latter unemploy- 
ment insurance was integrated over the whole United Kingdom in order to 
avoid a disproportionately heavy impact at times on one limited area, viz. 
Northern Ireland. Such direct payments from the Imperial Exchequer 
amounted to an average of about 7 per cent. of Northern Ircland’s total 
Exchequer receipts from all sources. 


The Imperial Contribution position is perhaps even more strikingly illus- 
trated by an approximate allocation of the total Northern Ireland expenditure 
in relation to revenue as follows : 
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ALLOCATION OF NORTHERN IRELAND REVENUE 





Transferred Transferred 
Total Imperial Reserved (‘‘ peacetime ’’) War 
Revenue Contribution Services Services Services 
% of % of % of % of 
£ (000) total total total total 
1921 /22-1936/37 
(average) 14 19 7O —_ 
1937/36 7 15 75 — 
1938/39 8 15 77 — 
1939/40 16 13 638 3 
1940/41 32 10 51 7 
1941/42 48 8 30 8 
1942/43 59 6 27 8 
1943/44 
(provisional) 55,003 64 6 24 6 
1944/45 
(estimated) .. 54,507 64 6 25 5 


A word of explanation is pe rhaps necessary in regard to expenditure 
shown under the heading of ‘“‘ Transferred War Services.” It has been 
mentioned earlier in this article that Northern Ireland’s purely local powers 
preclude expenditure on war or “ matters arising from a state of war.” For 
administrative convenience, however, and at the instance and delegation 
of the Imperial Government, certain ‘‘ war’”’ services such as Civil Defence, 
are controlled locally, the expenditure thereon being covered by the direct 
payments made on account of excess war expenditure from the Votes of Credit 
introduced at Westminster for war purposes. The amount is naturally 
diminishing and will ultimately disappear. 

Enough has been said to indicate that Northern Ireland has every reason 
to be proud of its financial contribution to Imperial services in general and to 
the prosecution of the war. It is too early to forecast the future or post-war 
trend of revenue and expenditure, but while it is probable that some reduction 


in the present rates of taxation, coupled with increased expenditure on trans- 
ferred services (mainly the social services, which will be maintained and 
extended in parity with the rest of the Kingdom) may necessarily result in 


a decrease in the present annu< " amount of the Imperial Contribution and its 
percentage of the total revenue, there is no reason to be pessimistic about 
Northern [reland’s ability to sintsin a satisfactory Contribution. 

Some brief reference should perhaps be made to the extent to which the 
capital resources of Northern Ireland have been made available in the war 
effort. The Savings Campaigns, which have been initiated in Great Britain 
for the purpose of bridging the gap between taxation revenue and expenditure, 
have their enthusiastic counterpart in Northern Ireland, and the total amount 
of War Savings up to March this year amounted to {£91,000,000, a result not 
unworthy of a small community. The various bans imposed under the 
Defence Regulations by H.M. Treasury on capital issues, capital expenditure 
by local authorities or others, export of currency, etc., are applicable to 
Northern Ireland, and the Ministry of Finance has maintained the principle 
of no fresh Exchequer borrowing other than for re-lending to the Imperial 
Exchequer for war purposes. It is pe haps of interest that the local Ex- 
chequer debt position in relation to “ transferred ’’’ activities has been sub- 
stantially reduced since the beginning of the war from a figure of about 
£12 millions to just over £8 millions, a moderate total in relation to revenue ; 
contingent capital liabilities have been reduced by more than half to just 


liture 
been 
ywers 
For 
ation 
ence, 
lirect 
redit 
rally 


‘ason 
id to 
-war 
>tion 
rans- 
and 
It in 
d its 
bout 


the 
war 
tain 
‘ure, 
yunt 
not 
the 
ture 
» to 
iple 
rial 
Ex- 
sub- 
out 
ue 5 
just 








N.- IRELAND'S IMPERL. 1L ‘CONTRIBUTION 47 





over {8 millions. It is fully recognized, however, that not only will post-war 
“transferred ’’ activities on reconstruction and development make heavy 
calls on Northern Ireland’s resources, but that the utmost must be done at 
the same time to bear an adequi ite share, ‘aii to capacity, in the stagger- 
ing total of the United Kingdom war deb 

In conclusion, it may be said that the ‘Imperial Contribution of Northern 
Ireland, again considering the term in its widest sense and not merely in 
financial one with which this article has mz 1inly dealt, has helped to strengthet 
in the minds of the British people the ties which unite Northern Ireland, ~ 
a community of ideals as well as interests, with the rest of the United Kingdom 
and the British Empire. In such an association Ulster is content to share 
the burdens as well as the benefits. 





Full Employment Policy in Northern 


Ireland 
By Senator Major the Rt. Hon. Sir Roland Nugent, D.L. 


(Minister without Portfolio in the Northern Ireland Cabinet) 

HE problems which will face Northern Ireland industry in the years 

immediately after the end of the war in Europe will in their nature be 

not unlike those which will face industry in other parts of the United 
Kingdom. It is anticipated that at first, during the so-called transitional 
period, there will be in Great Britain a great demand for goods and services, 
but a shortage of raw materials coupled with a certain degree of dislocation 
on the labour market due to the change from war to peace. Later, when 
stocks of commodities have been replenished, the major pre-occupation of the 
Government may well prove to be the prevention of mass or structural un- 
employment. The United Kingdom Government in the White Paper on 
Employment Policy have adumbrated the lines along which they propose 
to approach the prob m of maintaining a “ high and stable level of employ- 
ment after the war.’’ It may be useful to consider, in very general terms, 
the application of this policy to Northern Ireland. Will industrial conditions 
in both countries be substantially the same? To what extent may the 
carrying out of the policy be affected by the existence of a separate Govern- 
ment in Northern Ireland ? 

The difficulties of the transitional period will be alike in both countries, 
though there may be some differ nees in degree. In both, there will be the 
problem of the re-absorption into civil e siglowane nt of the demobilized service- 
men and women, and of the men and women employed in war industries or 
on civil defence work. In Northern Ireland, as in Great Britain, there will 
be shortages of raw materials; of flax, for the linen industry ; of steel, for 
the manufacture of textile machinery, etc. There will be the same dangers 
to be avoided: ‘“ patches”’ of unemployment resulting from lack of co- 
ordination in the change from war to peace, and the concentration of civilian 
production on luxury articles rather than on articles required to meet the 
essential needs of the community. 

After the transitional period has passed, there will be in Northern Ireland, 
as in Great Britain, the task of maintaining full employment—a task which 
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‘the United Kingdom Government have accepted as one of their primary 

responsibilities. During the period between the wars, and indeed until the 
middle of 1941, unemployment was at times acute in Northern Ireland and 
the fear is present in the minds of workers that when war production ceases, 
many of them may again find themselves out of work. Even as recently as 
January 1940 the percentage of the insured population out of work was 23.8 ; 
at the height of the economic “ blizzard ”’ in the early thirties the corresponding 
percentage in Great Britain never exceeded 22.9. It follows that the need 
for a positive employment policy is at least as great in Northern Ireland as 
in Great Britain. 

It is clear, therefore, that in both the transitional and subsequent periods 
the industrial situation in Northern Ireland will in many respects be not 
dissimilar from that which, it is anticipated, will obtain in Great Britain. 
As part of the attack upon the problem of local unemployment the Govern- 
ment propose ‘so to influence the location of new enterprises as to diversify 
the industrial ee of areas which are particularly vulnerable to 
unemployment.” In Northern Ireland the necessity for such diversification 
is as urgent as in any oth .er part of the United Kingdom. Hitherto, the bulk 
of the employment in the Province has been provide di by a few major industries, 
textiles, shipbuilding, ropemaking, etc., and as these large ly serve the export 
market, the volume of employment created has been dependent upon the 
state of international trade and has, therefore, been largely outside the scope 
of governmental control. The Government of Northern Ireland has itself 
endeavoured, by the assistance afforded under the New Industries (Develop- 
ment) Acts (N.I.) 1932 and 1937, to encourage the establishment of new 
industries in the Province and these endeavours have met with some measure 
of success. Much more remains to be done, however, if the industry of the 
Province is to be diversified to the degree necessary to provide some insurance 
against a recurrence of serious unemployment. 

But it is necessary not only that industry should be diversified in areas 
where the danger of unemployment exists, e.g. where an isolated area is 
dependent upon a single industry, but also that it should be located to the 
best advantage. It may often, for example, be necessary, in the interests 
of the general economic “ lay-out ”’ of the country or for strategic reasons, 
to influence a particular industry to establish itself in one area rather than in 
nother ; in a distressed area rather than in an area less liable to unemploy- 
ment; or in one distressed area rather than in another such area. For 
example, the war has shown the dangers of concentration of essential industry 
in areas particularly liable to hostile attack. In future, it may be considered 
to be in the national interest that large agglomerations of industrial units 
should be avoided. It may be that such a dispersal policy would involve 
greater advantage being taken of the potentialities for industrial development 
of those areas of the United Kingdom which are more remote from the continent 
of Europe. In any event, the national interest must, in future, be the deter- 
mining factor, in any decision as to the area towards which new industries 
should be attracted. 

Another major proposal contained in the White Paper on Employment 
Policy is the encouragement of the export trade in order to avoid an un- 
favourable foreign balance. This is a field in which Northern Ireland can 
make a contribution of some value. From the point of view of the balance 
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of trade, the export of articles manufactured in Northern Ireland is quite as 
valuable as the export of articles manufactured in (say) the Midlands. More- 
over, before the war Northern Ireland products held an important position 
in the export market. For example, linen held second place among United 
Kingdom exports to the U.S.A. Accordingly, in any programme for building 
up an increased export trade after the war, Northern Ireland should be able 
to play a useful part, and any measures taken to encourage the export trade 
should be as fruitful of results in Northern Ireland as elsewhere in the United 
Kingdom. 

What of the constitutional position ? Northern Ireland is part of the 
United Kingdom but has its own Parliament and Executive Government. 
The general powers of the Northern Ireland Parliament enable it to make 
laws for ‘‘ the peace, order and good government” of its area, subject to 
certain limitations, e.g..the Parliament has no power to make laws except 
in respect of matters relating to the area within its jurisdiction, and in par- 
ticular it cannot legislate in respect of “ trade with any place out of the part 
of Ireland within its jurisdiction ’’ except in certain specified cases. In effect, 
therefore, all matters relating to external trade are excluded from the scope 
of the powers of the Northern Ireland Parliament. Accordingly, so far as 
the wider aspects of trade policy are concerned, these are the direct concern 
of the United Kingdom Parliament and Government, and, it is for this reason 
that the Board of Trade—unlike those United Kingdom Departments con- 
cerned with matters which in Northern Ireland are completely within the 
competence of the Northern Ireland authorities—has jurisdiction in Northern 
Ireland. 

A significant illustration of the situation is to be found in agriculture: 
production, marketing, distribution within the Province, etc., may be con- 
trolled by Northern Ireland legislation, but import policy, which may have a 
very marked effect upon Northern Ireland agriculture, is the concern of the 
United Kingdom Government. A somewhat similar position exists in regard 
to employment policy. Northern Ireland has its own Ministry of Labour 
and the administration of the Unemployment Insurance Acts is a function 
of the Northern Ireland Ministry. When, however, any question of the 
provision of employment arises, the problem is difficult of solution by the 
Northern Ireland Government acting by itself. Thus, until it was found 
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practicable in 1941 to send substantial war contracts to Northern Ireland, 
there was little that the Northern [Ireland Government could itself do during 
the first eighteen months of the war to provide work for the very considerable 
numbers of unemployed in the Province. 

It is evident, therefore, that in the economic field there is need for the 
fullest co-operation between the two Governments and for the effective 
correlation of their respective policies. Neither Government can by itself 

ources of the Province are utilized to the full and in the 

manner most conducive to the interests of the United Kingdom as a whole. 
It follows that if the full employment policy is to be successfully applied to 
Northern Ireland, its application must be the concern of both Governments: 
neither by itself can give effect to the policy in all its aspects. For example, 
the control of labour supply and the siting of industries are both within the 
competence the Northern Ireland authorities, whereas all questions relating 
e.g. to the export trade or monetary policy are beyond their control. Ex- 
perience during the war years has shown that effective collaboration in the 
economic ficid is not only desirable but practicable, and there is every reason 
for confidence that in the post-war years a high degree of co-operation will 
to the advantage both of Northern Ireland itself and of the United 


Kingdom as a whole. 





Appointments and Retirements 


Barclays Bank—Mr. Ernest Henry Murrant, M.B.E., has been appointed a 
director. 
District Bank—sir Frank Platt, Cotton Controller under the Board of 
Trade, and Mr. T. H. Hewlett, M.P. for the Exchange Division of Manchester, 
have been appointe 1e board. Sir Frank Platt is chairman of British 
Oversea otton and Mr. Hewlett is chairman and managing director of the 
Anchor Chemical Co., Joseph Anderson and Sons and United Oil and Natural 
Gas Products Corporation 
Lloyds Bank—Head Ofice: Mr. S. P. Cherrington, joint general manager, 
retired from the Bank on August 31 after nearly 49 years’ service. Entering 
the bank in January 1896, at Rugeley, and after serving at several other 
branches, he joined the in tj 6. After occupying the manage- 
and Bath, Mr ston was appointed assistant manager 
year he went to Lloyds Bank 
y manag | where he remained until 1917, when 
city office and became deputy manager in 1922. In 1926 
rer of the city office. Mr. Cherrington was appointed 
general manager of the bank in February 1929. He becomes 
a local director of tle bank with a seat on the Birmingham committee. Mr. 
I’. ©. Faull, general managers’ assistant, has been appointed assistant 
general manager (Administration) Mr. G. C. Gardner, of Granby Street, 
Leicester, has been appointed general managers’ assistant. 
Martins Bank—Lombard Sireet: Mr. J. A. Banks, from Wigmore Street, 
has been appointed an assistant manager. Kingsway: Mr. W. J. Clemow, 


from Lombard Street, to be manager in succession to Mr. L. H. Heaton. 








